LIBRARY 


APR 8 1964 


UNIVERSITY OF 
WASHINGTON 











Lloyds Bank Review 


JANUARY 1961 





Ss 


il 
BS Vem Whe eg SMa ad geet, 
EE VSI S a 


Chairman 
The Rt. Hon. Sir Oliver Franks, G.C.M.G., K.C.B., C.B.E. 


Deputy Chairman Vice-Chairmen 
Sir Jeremy Raisman, G.C.M.G., G.C.LE., K.C.S.1. Harald Peake A. H. Ensor 


Chief General Manager 
E. J. N. Warburton 


Deputy Ci hief General Managers 
K. L. Boyes H. B. Lawson, M.C. 


Joint General Managers 
P. T. D. Guyer L. F. Andrews C. H. Woolley G. M. Warry 


General Manager (Administration) General Manager (Executor & Trustee) 
H. A. Beasley D. H. Turner 


General Manager (Organisation) General Manager (Overseas) 
C. B. Howland E. G. Woolgar 


LLOYDS BANK 


LIMITED 


71 LOMBARD STREET, LONDON, E.C.3 








Lloyds Bank Review 


Editor: W. Manning Dacey 





New Series JANUARY, 1961 No. 59 





CONTENTS 


PAGE 


Bank Advances as an Object of Policy 
By The Rt. Hon. Sir Oliver Franks, G.C.M.G. 


K.C.B., C.B.E. Ss ome “4 x 1 
The State and Prospects of the U.S. 
Economy 
By Professor Gottfried Haberler .. ow Be 
Restrictive Practices and the Act of 1956 
By Professor S. R. Dennison,C.B.E. .. 35 
Statistical Section .. .. .. .. 53 








The Bank is not necessarily in agreement with the 
views expressed in articles appearing in this Review. 
They are published in order to stimulate free discussion 
and full inquiry. 





' 











Bank Advances as an Object 
of Policy 


By The Rt. Hon. Sir Oliver Franks, G.C.M.G., K.C.B., C.B.E. 
Chairman of Lloyds Bank 


OR a good many years it has been a normal preoccupa- 
F tion of government to restrain inflation, to keep our 

economy on an even keel and our balance of payments 
in order; and among the measures taken to these ends the 
regulation of bank advances has played a prominent part. 
From the outbreak of war right up to July, 1958, bank lending, 
as we all know, was subject to requests and directives of various 
kinds and varying intensities. In the earlier post-war years the 
directives were qualitative in nature: we were asked on the one 
hand not to make advances for speculative and some other 
purposes, and on the other to favour projects for such purposes 
as the production of exports or defence. Later, quantitative 
directives were superimposed upon these. In July, 1955, Mr. 
Butler called for a “positive and significant reduction” in 
advances during the ensuing months; and when sterling ran 
into trouble again in September, 1957, we were asked to ensure 
that for twelve months our advances should not exceed their 
level a year earlier. 

As things turned out, it was found possible to end the 
credit squeeze in July, 1958. The banks were set free once 
again to base their lending almost entirely on the normal 
criterion of a customer’s credit-worthiness, subject only to the 
continuing requests to avoid loans for speculative purposes, to 
assist exports and to show special consideration to areas in 
which unemployment is above the national average. Reflecting 
this newfound freedom, bank advances rose by about half 
between August, 1958, and the end of 1959. That was in 
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accordance with the official policy at that time of stimulating 
the economy. This year the emphasis has shifted back again 
to the need for restraint; and once again measures have been 
taken designed to curb bank lending. In the early months of 
the year the Governor of the Bank of England and the Chan- 
cellor of the Exchequer made it plain that they wanted a check 
to the rate of growth of bank lending. Bank Rate was raised in 
two stages to 6 per cent. and in April the first call was made 
for special deposits. 

While the change-over in national policy from stimula- 
tion to restraint took place early in the year, the upsurge in 
bank advances continued until July. The clearing bank return 
for that month in fact showed an expansion of close on £100 
millions over a period of about five weeks. Both Ministers and 
the Treasury were startled and alarmed by this. It seemed to 
raise the questions whether the policy of restraint was proving 
ineffective or perhaps was not being carried out with sufficient 
determination. 

It is not my intention to attempt any appraisal of the 
efficacy of monetary control in general or of the actions of the 
authorities in the monetary field. My purpose is simply to try 
to remove what I believe to be a widespread lack of under- 
standing about the nature of bank lending and therefore of the 
results which can be expected from its regulation. 

When the authorities take action, it is nearly always to 
deal with trouble—present or anticipated—in the balance of 
payments. We know that if imports begin to run ahead of 
exports, and especially if there is any weakening of confidence 
in sterling, this can lead to a severe drain on our exchange 
reserves: and since the war the reserves have never been high 
enough for us to allow them to take the strain until the situa- 
tion was righted. To protect the reserves, attempts have to be 
made to reduce the pees of internal demand quickly, 
within a short period of some weeks or months. What I 
propose is to set out some of the facts which in my view explain 
why operation on bank advances is not well suited reliably to 
produce such results, why it may easily prove a disappointing 
instrument unless the tide of demand is ebbing anyhow. The 
more skilful the authorities are with the timing of their action 
—if they are able to diagnose trouble ahead and to put on the 
brakes while the boom is still on—the more difficult will it be 
to secure quick effects on the level of demand. 

During the past few years I have been concerned with these 
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matters in two distinct capacities and have looked at them from 
two distinct points of view: as Chairman of Lloyds Bank and 
as a member of the Radcliffe Committee. It seems to me that 
the facts I shall put before you fall under two general heads 
which happen to bear a close relation to my experience in each 
of the two capacities I have mentioned. As a member of the 
Radcliffe Committee one of the strongest impressions I 
gained, as did my colleagues, from the evidence placed before 
us was of the great range of liquid assets at the disposal of both 
persons and companies, and the wide variety of sources of 
credit open to them. The cumulative effect of this evidence, in 
my view, is to suggest that the importance of bank lending in 
the general monetary picture has been over-emphasized. In 
my capacity as Chairman of Lloyds Bank, on the other hand, 
one of the strongest impressions I have gained is that some un- 
certainty and delay in the response of bank advances to changes 
in policy is to be expected in the nature of the case. And when 
one puts these two impressions together the picture which 
emerges is, first, that it may be difficult to secure a sudden 
change of direction in the trend of bank advances and, 
secondly, that even if this is achieved the effect on the general 
monetary situation may not be very marked. 


ADVANCES IN PERSPECTIVE 


Let us first try to place the importance of bank advances 
in perspective. During the middle ’fifties, the period with which 
the Radcliffe Committee and the witnesses before the Com- 
mittee were mainly concerned, the advances of the banks which 
are members of the British Bankers’ Association were of the 
order of £2,000 millions and the advances of the eleven clearing 
banks, of course, rather less than this; the corresponding 
figures today are of the order of £3,500 millions and £3,000 
millions respectively. These are by any standards large figures, 
and each day many advances within the global total of out- 
standings are being reduced and others increased. Even if there 
is no change in the outstanding total, a contraction in one set of 
advances offset by an increase in another group will mean a 
significant redistribution of credit. But such a redistribution 
will have no effects or only minor effects on the general mone- 
tary situation; it is only a change in the outstanding total 
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which can (not necessarily will, but can) have such effects. If 
for the sake of argument we think of a credit squeeze in terms 
of a 10 per cent. reduction in the outstanding total of advances, 
we are thinking of a withdrawal of credit of the order of £200 
or £300 millions over some undefined period. 

Let us now consider what are the possibilities open to a 
would-be borrower refused accommodation by his bank. The 
first point is that we do not have to confine ourselves to alterna- 
tive sources of credit. It is not unusual for persons to seek 
temporary loans even though they have assets at their com- 
mand, because they are unwilling to sell securities or encroach 
on savings. The total of National Savings in all forms now 
exceeds £7,000 millions, and the National Savings Committee 
in its Radcliffe evidence states: ““‘There has been evidence, 
although it cannot be measured statistically, that individuals 
failing to secure accommodation from their bankers have had 
resort to the encashment of National Savings.” They add, 
incidentally, that it is fairly certain that the restrictions upon 
hire purchase have also tended to react adversely on National 
Savings. 

Another element in the liquid assets of persons consists of 
building society shares and deposits, in 1954 about £1,750 
millions and in 1959 about £2,750 millions. In their Radcliffe 
evidence the building societies state that one of the indirect 
effects of a restriction of bank advances is to be found in the 
withdrawal of their funds by investors who find themselves 
under pressure to reduce their bank overdrafts. The building 
societies, however, are not merely repositories of liquid 
savings: they are also active lenders of their members’ funds, 
so that in discussing building societies we are also discussing 
the first of the many alternative sources of finance open to 
borrowers. Thus, the building societies also stated that a 
restriction on bank advances has a noticeable indirect effect 
upon them, because “those borrowers who might otherwise 
have been financed by a _ turn to a building society for 
their needs.” Such borrowers include not only private pur- 
chasers of houses but also builders and estate developers, and 
the societies add that the demands of these business borrowers 
can be met only to a limited extent because the financing of 
them is more properly a function of the banks. 

For would-be personal borrowers, of course, an obvious 
alternative to bank accommodation is hire purchase finance. It 
is now generally realized, I think, that the restrictions on bank 
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lending to the hire purchase finance companies (as distinct 
from control over initial deposits and repayment periods) failed 
to prevent a growth in the amount of hire purchase business 
transacted, for the reason that the companies were able to 
attract deposits in large volume from the public. The funds 
so deposited would normally have been held in the form of a 
bank balance, and they would continue to figure among the 
total of bank deposits when placed with the hire purchase 
company and subsequently relent by it. By such transactions, 
bank balances are transferred from those who would have 
held them idle as liquid savings to others who are able to make 
active use of them; the effect is to increase the amount of 
spending financed by an existing volume of bank deposits—in 
traditional terms, to raise the velocity of circulation. 

That is true of another source of finance which is par- 
ticularly sap for companies and other businesses: 
namely, trade credit. This is a comparatively uncharted and 
unexplored sector of our financial machinery but it is none 
the less of very great significance. For one thing, the amounts 
involved are very substantial. One of the tables in the Radcliffe 
Report shows that in 1956 the large trading companies whose 
shares are quoted on the Stock Exchange were indebted to 
the banks for less than £450 millions but to trade creditors 
for more than £2,000 millions. Moreover, the available in- 
formation suggests that trade credit is more important in small 
firms than in large ones. There can be no doubt, as the Report 
says, that “‘trade credit is so large in relation to bank credit 
that a comparatively small lengthening of trade credit would 
—— offset quite a large proportionate reduction in bank 
credit.” 

Nor is that simply a theoretical possibility, for the 
evidence does in fact show, as Mr. H. B. Rose points out in his 
Memorandum to the Committee, that “both the extent and 
the term of trade credit lengthen during a boom, the latter 
particularly in the boom’s final stage.” Indeed, one of the 
features “‘of trade credit as an inflationary force is that it is 
more readily expanded than other forms of short-term finance 
during a boom.” It is not a cheap form of finance compared 
with the bank overdraft, but for frustrated business borrowers 
it is easily the most accessible source of additional funds. To 
make an issue of capital, or even to secure bank accommoda- 
tion, some formal arrangements are necessary. Additional 
trade credit is taken by the merely passive process of deferring 
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payments of bills due, a process which within limits does 
nothing to damage the credit of the business concerned. Even 
in the conditions of a credit squeeze, too, firms whose position 
is sufficiently liquid to allow them to extend trade credit may 
be only too willing to do so, as a form of competition for 
business and a means of acquiring goodwill. 

In short, we have here a form of finance large in amount, 
uncontrolled and probably uncontrollable, which can readily 
be expanded during a boom or a squeeze. It is true that most 
businesses have both trade debtors and trade creditors, but 
this does not mean that commercial credit can be cancelled out 
as an influence on the monetary situation. Some sectors find 
themselves net takers and others net givers of credit. The 
givers will obviously be those concerns whose position is 
liquid, and the effect of their extension of credit is to spread 
this liquidity more evenly over the business world as a whole, 
to cushion the least liquid members of the community against 
- ee of a more stringent lending policy by the 

anks. 

These, then, are some of the more obvious ways in which 
a restriction of bank advances can be nullified. I have not 
attempted to be exhaustive. I have said nothing, for example, 
about the activities of the new issues market, of the insurance 
companies or of the various specialized kinds of lender. But I 
have said enough, I hope, to substantiate the Committee’s 
general conclusion that what really matters is the liquidity of 


the system as a whole, to explain our conclusion (par. 864) 
that: 


The experience of recent years shows how necessary it is to look 
at the total flow of short-term credit rather than at particular channels, 
such as the joint-stock banks, through which it reaches borrowers. 


THE REGULATION OF ADVANCES 


I now turn to the problems and limitations of the regula- 
tion of advances, but before we embark on a consideration of 
these issues let me set out some of the basic facts which we 
should have in mind as the setting of the problem. 

First, who are the borrowers? One of the tables in the Rad- 
cliffe Report gives us the following information, which relates 
to June, 1958: 




















LONDON CLEARING BANKS 
Percentage of Percentage of 
borrowers advances outstanding 
Size oF ACCOUNT 
Less than £10,000 98-073 33-2 
£10,000-£99,999 1-747 22-9 
£100,000-£999,999 *165 23-0 
£1,000,000 and over 015 20:8 
100-000 100-0 











The general picture is clear. By number, 98 per cent. of the 
banks’ borrowing customers were in the smallest of the ranges 
chosen but accounted for only one-third of the money lent. 
The remaining two-thirds of the money lent went to the 2 per 
cent. of larger borrowers. 

From our experience in Lloyds Bank I can fill in a few more 
details. First, the fact that the lowest range chosen extends up 
to £10,000 might perhaps be taken to suggest that the average 
advance for the million or so customers in this category might 
be of the order of £5,000. In fact the concentration is very 
great in the smallest accounts and we know that in our own 
case the average advance in this range in 1958 was less than 
£600. Even if one brings in the larger customers, including the 
“over-£1 million” giants, the over-all average was less than 
£2,000. It may be added that in our experience the massive 
expansion in bank advances between August, 1958, and the end 
of 1959 was due entirely to an increase in the number of 
borrowers, not to any increase in the size of the average 
advance. At the end of 1957, only about one in ten of our 
customers was running an overdraft; two years later the pro- 
portion had risen to about one in seven. 

L uoking at the borrowers from another point of view, we 
know that three out of four are holders of personal accounts 
(and naturally figure in the Personal and Professional category 
in the quarterly classification of advances). Of the remaining 

uarter about one-third are farmers and one-third retailers. In 
e latest return, these three categories accounted for about 
40 per cent. of the total lent. The remaining 23 categories thus 
account for more than half of the outstanding total of 
advances, although they comprise less than 10 per cent. of the 
number of borrowers. 
In the light of these facts it may seem tempting to argue 
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that, if the 2 per cent. of larger customers account for two- 
thirds of the money lent, any restriction of credit could perhaps 
be concentrated upon them and the remaining 98 per cent. be 
largely left alone. Unfortunately, that raises a real dilemma 
for the authorities and for the banks. As the Radcliffe Report 
states, “‘witnesses from the banks emphasised that they 
sympathise with the small man, and certainly make a deliberate 
attempt to avoid harsh restriction of small firms.” The banks 
recognize that small concerns—and many personal borrowers 
too—stand in special need of their support and we do lean 
over backwards to help them to the best of our ability. At the 
same time we have to remember, as the Radcliffe Report also 
points out, that the sectors of the economy given preference 
under official requests have been those where larger firms 
predominate, such as chemicals, iron and steel and engineer- 
ing. In particular, the larger concerns make an exceptionally 
important contribution to exports. Indeed, it has recently been 
shown that as much as 30 per cent. of our exports are produced 
by the forty largest companies alone. At the other end of the 
scale, only a quarter of our exports come from the smaller 
firms, although they employ more than half of the total labour 
force in manufacturing. 


THE SYSTEM OF BANK LENDING 


Then there are the difficulties inherent in the system of 
bank lending itself. Many of you will know that it is the custom 
of our good friends in the money market to call upon our 
Treasurer each day and ascertain whether the bank wishes to 
call in its money, to stay put ortolend more. I want to stress with 
all the emphasis at my command that this is the only kind of 
lending we do (and it does not figure under the heading of 
advances in the balance sheet) in which the bank’s position 
can be adjusted easily from day to day. Our relations with the 
generality of our borrowing customers stand in strong con- 
trast. Usually when facilities are granted they are reviewed only 
at annual intervals, so that in the ordinary course only about 
one in twelve of our arrangements with customers comes up 
for review in any single month. To expedite such a review is a 
formidable administrative task, raising difficult questions of 
keeping faith with customers. By long tradition, the customer 
expects only two factors to be taken into account: his own 
credit-worthiness and the purpose of his borrowing—not the 
nation’s convenience. The customer does not expect the review 
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to cut his lending unless he has become less credit-worthy. 
Provided his credit remains good he normally expects that he 
can go on borrowing for suitable purposes, and over the years 
this comes to amount to an implicit understanding that he will 
be allowed to do so. 

Even if we consider only the qualitative control of bank 
lending—for example, the promotion of exports—it is not 
always realized that our customers borrow upon their general 
credit and it would usually be impossible for the banks to 
follow in detail the use made of the accommodation they 
extend. To take an obvious case, many of our customers pro- 
duce both for the home market and for export; their home and 
export business are inseparable; it would be impossible to 
insist that an advance should be used exclusively to 
finance the export side. Indeed, it is only for producers of goods 
to be sold to an ultimate buyer that such a distinction can be 
made even conceptually. Companies manufacturing inter- 
mediate goods can have no means of knowing whether their 
output will be used at home or sold overseas. The prime 
example is, of course, the motor industry, with a thousand 
suppliers of component parts. The same thing is true of those 
producing materials for the use of industry generally, such as 
steel billets or bars, sulphuric acid, oxygen or—the classic 
case—simply nuts and bolts. Nobody can tell how the output 
of such goods will eventually be allocated between home con- 
sumption and export, unless one were to have the full detailed 
apparatus of war-time control, with all the form-filling from 
each manufacturer at every stage of processing. We have, of 
course, done our best to observe qualitative requests to be 
more forthcoming in some directions than in others; but there 
is a vast range of accounts which simply cannot be classified in 
accordance with any simple schedule of sheep and goats. 


LIMITED SCOPE FOR MANOEUVRE 


Now let me come back to a credit squeeze with its quanti- 
tative implications. Here the scope for manoeuvre is far smaller 
than many people imagine. In principle there are two ways in 
which a reduction in the advances total can be brought about. 
The first is a suspension or curtailment of the amount of new 
lending such that the outstanding total of advances will be 
reduced by the normal flow of repayments. The second is 
pressure for a reduction in existing loans, to accelerate the 
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flow of repayments and secure some repayments that would not 
otherwise take place in the near future. 

How far are the advances outstanding at any one time 
likely to be sensitive to such pressure in the short run? In 
October the clearing bank return showed a global figure 
labelled “‘advances” for Lloyds Bank of £605 millions, equiva- 
lent to 46 per cent. of our deposits. It is natural to assume that 
this is the magnitude upon which policy can operate. But this 
total includes a number of items which are not normally 
thought of as advances at all. It includes items in transit, which 
reflect the number of cheques drawn by one set of customers in 
favour of customers keeping their accounts at other offices of 
the same bank. It includes balances with banks abroad, re- 
quired for the purposes of our own and our customers’ 
business, and an item which we call “other assets and 
accounts”. 

The grand total also includes various items which are not 
relevant to a domestic credit squeeze, such as our Eastern 
advances or medium-term credits to assist exports. It includes 
other categories of lending which are not readily, if at all, 
amenable to a squeeze, such as advances to executors and 
trustees for the clearing up of estates, and advances con- 
nected with house property, including housing loans for our 
own staff. Taken together, these identifiable items which I have 
mentioned account for a quarter of our total advances as 
reckoned for purposes of the clearing bank return. This means 
that to produce a fall of 10 per cent. in the over-all figure, the 
tesidual thteoxrunsters would have to fall by more than 13 
per cent. 

But it would be wrong to suppose that anything like the 
whole of this three-quarters residue ought on grounds of 
national poli * to be squeezed or, if reduction were attempted, 
is likely to be .mmediately responsive to a change in policy. As 
we all know, bank lending typically takes the form of an over- 
draft subject to an agreed limit. Lending policy must therefore 
operate on limits, and this introduces an element of flexibility 
in the relationship between policy and the total of outstanding 
advances: at some times, facilities are taken up more fully and 
more rapidly than at others. 


* * * 


Let me instance some important types of lending to bring 
out the difficulties inherent in the application of a squeeze. The 
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first type is fluctuating borrowing within a limit for the general 
purposes of a customer’s affairs, of which the traditional 
example is lending to farmers between seed-time and harvest. 
Such advances will go up between the spring and the autumn 
and be reduced when the harvest is gathered in. From this point 
of view, it would be fortunate if a squeeze were to begin in the 
final quarter of the year. But there are, of course, other types of 
seasonal lending which move in the opposite direction, such as 
the finance of the Christmas trade. From this point of view, the 
early months of the year would be best for the beginning of a 
credit squeeze. There are other types of lending, affecting that 
part of working capital which is borrowed by industrial com- 
panies from the bank, where the seasonal pattern depends on 
the time of year when it seems prudent to buy raw materials or 
to manufacture for stock. The point is that the rhythm will 
nearly always be an annual one, not a matter of two or three 
months. No matter at what time of year a squeeze may be 
initiated, there will always be some advances which are build- 
ing up to a seasonal peak and must be allowed to do so, 
regardless of general policy. 

Secondly, we have the setting up of limits which are not 
expected to be used, in whole or in part, for quite a time and 
often a time which within months cannot be foreseen at all. 
Let us think of a large company embarking upon a capital 
programme. In part, this will be financed from the company’s 
own cash inflow; but this depends upon such things as the 
trend of sales and costs or the incidence of strikes, and so 
cannot be foreseen with complete certainty. In part, perhaps, 
the programme will be financed by issues of fresh capital, but 
again it cannot be known in advance when the time will be 
propitious for such issues. The company must therefore rely 
upon its banker to act, as it were, as a lender of last resort, to 
provide standby credit should it be required. Such facilities 
may never be used at all—or on the other hand the contingency 
they were designed to cover may in fact arise and the facilities 
be drawn upon in full. Commitments of this kind for large 
amounts often have to be undertaken for long periods ahead. . 
Even in recent weeks we have found ourselves honouring such 
undertakings given long before the change-over in official 
policy from stimulation to restraint. 

Then there are advances to finance the creation or carry- 
ing of large capital assets and which cannot be reduced until 
the asset in question is liquidated. A typical loan of this kind 
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might be straight trading finance for a large block of offices 
which on completion will be taken over by an insurance com- 
pany, with the bank advance being repaid from the proceeds. 
In a large bank, admittedly, some advances of this kind will be 
nearing the stage of liquidation all the time; but the flow of 
repayments may not be very regular and there will be other 
advances of the kind which must be allowed to go on rising for 
a time, until the purpose of the whole operation has been com- 
pleted. It may be noted, too, that if the introduction of a credit 
squeeze follows a period of stimulation, with an upsurge in 
capital investment, there will be a larger number than usual of 
such operations still in their early—‘‘build-up’—phase, and 
often for large amounts. This applies equally to the standby 
credits for industrial expansion with which I dealt earlier. 
There are other types of borrowing where it may not be 
practical politics to speed up the flow of repayments to secure 
rapid reduction. For example, not all advances to farmers, as 
we all know, are of the seed-time to harvest variety; there is 
some very solid lending to help farmers to buy their farms. 
Obviously, such loans can be repaid only over a period of years. 
It is good for the country that such advances should be made, 
and a great deal is at stake for the banks themselves, who 
stand either to lose a customer or keep him and his children for 
three generations. Other borrowers, again, may be customers 
of long standing going through difficult times and who are 
quite incapable of effecting quick reductions or repayment. 


REDUCTION THROUGH REPAYMENTS 


When allowance has been made for such factors as these, it 
will be clear that a policy of pressing for speedy reduction 
cannot operate on anything like the whole range of advances 
outstanding at any time. It follows therefore that reductions 
within the total that can be operated upon will have to be 
correspondingly greater to achieve any significant impact upon 
the total of advances as a whole. From this a general conclu- 
sion emerges. It is that the main effort of the banks in applying 
a policy of restraint must take the form of being restrictive 
about new lending, while allowing the normal flow of repay- 
ments to do its work. In a static world, a really rigorous policy 
of this kind would no doubt be reflected in a prompt reduction 
in the total of outstandings. But this is not a static world. If we 
change over suddenly from a policy of stimulation to one of 
restraint, the new squeeze will come at the end of a period in 
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which the banks have been increasing their commitments; 
and it may be some time, as we have seen, before the additional 
lending to which the banks were already committed is offset 
by the flow of repayments. 

All these things suggest that once it is well under way an 
expansion in advances, especially in a boom situation, may 
develop considerable momentum. At first sight this conclusion 
may seem to be challenged by the record of 1955. In the first 
seven months of that year, clearing bank advances rose just 
about as fast as in the first seven months of 1960 and as usual 
doubts arose about whether the Bank of England or the clear- 
ing banks or both were really trying. A few days after the July 
return, Mr. Butler called for a significant reduction in the 
outstanding total. The August return already showed a decline 
which marked the beginning of a contraction amounting to 
some 13 per cent. by the year-end, part of which was attribu- 
table to repayments by the gas and electricity industries. 

Hence it may seem that a quick response can be secured 
provided that sufficiently drastic action is taken by the banks. 
But the 1955 episode is probably not susceptible of so simple 
an explanation. It may well be, for example, that new lending 
had been suspended or greatly reduced early in 1955 and that 
the continued upthrust in advances up to July reflected commit- 
ments undertaken in the previous year, so that by July this 
factor had about exhausted itself and the outstanding total 
would have declined in any case. Or it may even be that the 
successive actions and pronouncements of the authorities had 
created a climate of opinion in the business community which 
caused a decline in the demand for bank accommodation 
regardless of any action taken by the banks. I doubt whether 
anybody really knows the right answer about the relative 
importance of these different factors. 

What is certain is that any results achieved in 1955 were 
achieved at considerable cost. To implement a squeeze of that 
kind involved first the stifling of competition in lending 
between the banks and secondly an accelerated review of all 
bank lending arrangements—as I have said, a formidable 
administrative task doing violence to the normal relationship 
between banker and customer and to the legitimate expecta- 
tions of some customers. I think it important to realize that 
drastic interference of this kind may set up a process which in 
the end weakens the chosen instrument of the authorities. It is 
truc that bank borrowing: is the easiest and cheapest, so that 
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other things being equal people will tend to go first to their 
banks for assistance. But if other things are not equal, if bank 
facilities are suddenly cut off by intervention from outside, 
people will tend to rely more on other sources of finance and 
less on the banks. A vicious circle will be set up tending to 
make bank lending less important in the economy. 


* % * 


It may appear that all this establishes a case for a squeeze 
of the present kind, operating through the indirect pressure of 
special deposits on the liquidity of the banks; and I would in 
fact agree that this new instrument, whatever else may be said 
about it, is a less objectionable method of achieving this par- 
ticular effect, namely operation on the level of bank advances. 
But the question remains whether operation on bank advances 
can be depended upon to produce the rapid changes in the 
trend of bank advances which the authorities desire. Quite 
apart from this there is the further question, to which I 
referred in the earlier part of this lecture, whether a curtailment 
of bank lending can in any case be the major instrument of a 
disinflationary policy. To be sure, there are situations in which 
a restriction of bank advances can play a useful part in such a 
policy. But it seems to me that restriction of bank lending is 
not a disinflationary policy by itself. It must form part of a 
reduction of the over-all liquidity of the economy; and if that 
is lacking—if, for example, bank deposits are unchanged or 
rising—the fali in advances will have little meaning. 

By general consent, the present boom has gone “off the 
boil” even though advances remain not far from their peak 
level. As in 1955 we cannot be certain of the relative strength of 
the various influences at work. We must not forget such things 
as the export difficulties of the motor industry, the flagging of 
the boom in Europe and the disappointing performance of the 
American economy. So far as our own financial policies are 
responsible, however, the check to the boom may well have 
some connection with the fact that bank deposits have been 
stable or even declining for the first time in years and that 
long-term interest rates remain high: in short that there has 
been some reduction in the over-all liquidity of the economy. 


November, 1960 Oliver Franks 
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The State and Prospects of 
the U.S. Economy 


By Gottfried Haberler 


O economy anywhere or at any time in human history 
N has been under such close inspection as the American 

economy has been continuously since the last war and 
longer. In an election year, this activity becomes more feverish. 
Since the differences between the political parties are small by 
European standards, and have become smaller over time, they 
have to be underscored and magnified. This applies also to 
differences in economic policies between the parties and is apt 
to sharpen contrasting interpretations of economic trends and 
performance, even by some academic economists. 


THE RECORD OF GROWTH 


Looking back over the whole post-war period, the per- 
formance of the American economy has been quite satisfactory 
throughout, compared with earlier periods and even more so 
compared with what was forecast and expected by most experts 
during the war and later. 

The average annual rate of growth—as conventionally 
measured by aggregate gross national product (GNP) in 
constant prices—has been around 3 per cent., at about the 
same level as earlier during this century before the Great 
Depression.' This is shown by Table 1 overleaf, which gives 
the average annual rate of growth between any two of the 
selected years. Naturally, this rate changes from year to year. 
When measuring the average over several years, great care 
must be taken to select the period in such a way that the initial 
and terminal years fall in about the same phase of the business 





1In the 19th century one can find higher growth rates. But the figures are much less 
reliable and the population increased faster. GNP per capita or per man-hour was very 
much the same all along as far as we can tell. 





The author, a world authority on business fluctuations, is Galen L. Stone Professor 
of International Trade in Harvard University. He was chairman of the panel of experts 
which drew up the report on Trends in International Trade published by G.A.T.T. in 1958. 
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cycle. The years selected in Table | are as far as possible peak 
years of the business cycle, except 1958, which is a trough year 
(hence the decline of GNP from 1956 to 1958 and the excep- 
tionally sharp rise from 1958 to 1959). 

The table brings out a number of interesting facts. Over 
longer periods the rate of growth tends to be around 3 per 
cent. per year. The year 1936, although a peak year of the 
cycle, was still rather depressed (unemployment was 16-9 per 
cent. of the labour force). Therefore the rate of growth from 
1936 to later peaks is comparatively high (as shown by figures 
in column for 1936) and rates of growth from earlier peaks to 
1936 are low (as shown by figures in line for 1936). 

The table seems to show an acceleration of growth after 
the first and second world wars (columns for 1922 and 1948), 
followed by a slight slackening. This slight decline in the rate 
' of growth in recent years has alarmed a good many people, 
although it is probably too early to say whether the decline is 
significant or only a temporary pause. At any rate, if there is 
justification for serious concern, it must be based on com- 
parison of the rate of growth with that of other countries 
(Russia, Continental Europe, Japan), or on a general raising 
of the sights. It cannot be based on the recent slackening of 
the rate of growth, which has been quite small and may well 
be temporary or partly altogether spurious (due, for example, 


TABLE 1—U.S. Average Annual Rate of Growth between Selected Years 


Compounded rates of change per year of Gross National Product in 1954 dollars between 
Initial Year at top and Terminal Year on the side 





Terminal Initial Year 
= 1909 1922 1925 1928 1936 1948 1952 1956 1958 
1922 19 
1925 2°8 6°7 
1928 2°7 4-3 2-0 
1936 1-9 1-9 0-6 0-1 
1948 ae 3-1 2°6 > Se I 4:5 
1952 2:9 OH 2°9 3-1 4-6 4°8 
1956 2°9 as 3-0 5 a 4-3 4-0 3°2 
1958 2°8 3-1 2°8 2°8 a9 3-1 20 -02 
1959 29 3°2 2-9 3-0 4-0 3-4 2°6 2-0 7:0 


Source: Joint Economic Committee Report on ‘“‘Employment, Growth and Price Levels,”’ 
January, 1960, p. 18. 
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to a shift of demand and output from tangible goods to 
services, or to a shortening of the work week). A closer 
examination of very recent developments I shall attempt 
below. 


THE RECORD OF STABILITY 


Turning from average growth rates to the pattern of 
cyclical fluctuations of the post-war period, the picture is 
equally encouraging. The severe post-war depressions freely 
predicted by most experts during the war, and which many 
saw and some still see just around the corner each time there 
was or is a slight dip in economic activity, have been con- 
spicuously absent. 

There have been three mild depressions or recessions— 
1948-49, 1953-54, 1957-58—and a fourth is probably in 
progress now. As can be seen from Table 2 overleaf, the 
three (completed) cyclical down-swings since the war were 
mild affairs compared not only with the Great Depression of 
1929-33, but also compared with the short but severe depres- 
sion of 1937-38 (and the severe depression of 1920-21). They 
were comparable to the two-mild depressions of the middle 
twenties (1923-24 and 1926-27). The average length of post- 
war recessions (about a year) has been shorter than the average 
in earlier periods and the average length of trade cycle up- 
swings (about three years) longer than earlier. (The last cycle 
upswing, assuming that the economy is now in its fourth post- 
war depression, was shorter—about two years.) The business 
cycle, declared dead many times, is still with us, in milder but 
substantially the same form as in the past. 

It might be mentioned at this point that it is possible 
unambiguously to classify American business cycles into two 
distinct categories: mild depression cycles and severe depres- 
sion cycles. Severe depressions were (in addition to the three 
mentioned and not counting war cycles) those of 1907-08, 
1893-94 and 1873-79; all other dozen or so depressions since 
1870 were of the mild variety. The post-war cycles have been 
definitely of the mild variety and are in many respects, although 
of course not in every detail, similar to the mild pre-war cycles. 

It is characteristic of mild depressions that personal 
income and retail sales are little affected by the drop in out- 
put and this is borne out by post-war figures. That is at present 
largely due to the operation of so-called automatic stabilizers, 
which prevent incomes and consumer demand from falling, or 
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falling sharply, when output declines. They thus prevent de- 
flationary spirals or bring them to a halt quickly. 

Table 2 brings out other interesting features. It will be 
seen, for example, that the drop in steel ingot production and 
passenger car production’ during the mild post-war recessions, 
while less than during the severe slumps of 1929-33 and 
1937-38, has not been of an entirely different order of magni- 
tude, as was the case with GNP, personal income and retail 
sales. This reflects the decline in the comparative importance 
of these two industries in the U.S. economy. 

The mere fact that depressions have been mild, and de- 


TABLE 2—Some Measures of Post-War and Pre-War Depressions 
Percentage Changes from Peak to Trough 











Post-WaR PRE-WAR 
teas” | i9ss- | i9s7 | toe. | 19282 | 19972 
Oct., Aug., | April, Nov., Mar., June, 
1949 1954 1958 1927 1933 1938 
Length in me_ths il 13 9 13 43 13 
Unemployment rate 
(trough month) % 7 6 7:2 n.a. 25 19-7 
Non-Agricultural employment | — 4-1 | — 3-4] — 4-4 n.a. —37-7 | —10-0 
Industrial production > 7:7] —9:5 | ~12-2:1 — 5-7 —50-1 | —31-5 
GNP: current dollars — 3:3| — 1-8| — 3-0} + 0-3 | —49-6]| —11-9 
Personal income — 3:7] —0-2| — 0-5 | + 0-8 | —49-8 | —11-2 
Retail sales —0-3}—0-8|—34] — | 43-3] —141 
Steel ingot production —37-1 | —28-2 | —49-5 || —15-2 | —79-1 | —60-6 
Car production +25-9 | —24-1 | —41-2 || —42-0| —78-1 | —60-0 
Consumer prices — 2:0] + 0-1] + 2:5] — 1-6] —26-5 | — 1-6 
Wholesale prices — 63 - + 1-3 | — 2-8 | —37-6 | —10-4 
Imports — 61] — 8-2] —4-4]| — 7-0 | —76-9 | —47-7 























Note: Figures are based on three-month averages centred on peak and trough months. 
In the case of GNP, the change is from peak quarter to trough quarter. 

Source: This table is taken partly from G. Moore, Measuring Recessions, p. 261 (with later 
revision) and partly from unpublished work sheets supplied by G. Moore. 





1 The recession of 1948-49, which occurred during the period when the stock of auto- 
mobiles was in the process of being brought back to normal, is an obvious exception. 
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flationary spirals have not developed since the war, is not 
sufficient assurance that the automatic stabilizers will always 
be powerful enough to prevent depressions. The same kind 
of faith could have been placed in them during the ’twenties. 
Fortunately, however, we do know from direct observation 
that there are now powerful stabilizers which were not available 
in the ’twenties. We also know, what is no less important, that 
in the early thirties very strong de-stabilizing forces came into 
play which largely accounted for the exceptional severity of 
the Great Depression—forces which we can be sure are not 
lurking in the background at the present time. Hence, the 
mildness of the first three post-war depressions is not merely 
the result of a transitory coincidence of favourable circum- 
stances, but is solidly based on structural changes. It is a 
characteristic of the economy that is likely to persist. 


AUTOMATIC STABILIZERS 


Let me briefly describe the stabilizing factors which have 
damped the cyclical swings of the American economy, even 
apart from “‘discretionary”’ anti-recession policies. 

First, there has been a large long-run shift of employment 
away from cyclically unstable industries, such as mining, 
railways and manufacturing, towards cyclically stable pursuits: 
trade, services, public utilities and government. Whatever one 
may think of it from other standpoints, the tremendous increase 
in the government sector must be judged as a powerful factor 
stabilizing the economy by its mere existence, as well as by pro- 
viding scope and leverage for automatic and discretionary 
counter-cyclical fiscal policies. It is true that there have also been 
shifts from stable to unstable sectors. The importance of agri- 
culture, which was stable as far as employment is concerned, 
has declined greatly. But this is offset by the government policy 
of farm price support, a policy largely insulating farmers’ 
incomes from recessions. Terribly wasteful though it is, this 
policy must be considered a stabilizer. It is true, consumer ex- 
penditures have shifted, less proportionately being spent on soft 
goods than on durables, the demand for which is less stable. 
This does not, however, alter the fact that the net, over-all shift 
in employment has been in the direction of greater stability. 

Automatic “‘built-in’’ fiscal stabilizers have been so much 
discussed that a mere mention seems sufficient. Unemployment 
relief, other transfer payments and the automatic decline in tax 
receipts in recessions, making disposable income even more 
stable than personal income, help to iron out the cycle. 
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The record of discretionary policies is less clear. Let me 
consider monetary policy first. Ever since the Federal Reserve 
regained freedom of action in its “accord” with the Treasury 
in 1951, weapons of counter-cyclical monetary management 
have been wielded with greater energy than ever before. During 
the cycles which culminated in the peaks of 1953, 1957 and 
1960, interest rates rose sharply during the upswing and were 
reduced promptly and precipitously as soon as the peak of the 
cycle was reached—in 1960 even well before the peak. Hence 
it cannot be denied that monetary policy during the last ten 
years or so has been vigorous and courageous, in the face of 
vicious and often ill-informed and partisan attacks, and has 
shown a keen sense for cyclical timing, in glaring contrast with 
policies in earlier periods.’ Furthermore, it is difficult to doubt 
that in 1953-54 and 1957-58 the sharp drop of interest rates 
and the easing in credit and money supplies greatly con- 
tributed to making these two recessions mild and short. 

This statement is, however, compatible with the hypothesis 
entertained by some experts that, in view of the lag with which 
monetary measures take effect, it would be highly desirable to 
act even more promptly: to change from tightness to ease of 
credit and the other way round well in advance of the cyclical 
turning-points. But in view of the difficulties of diagnosing the 
current situation promptly (for example, distinguishing a 
temporary ripple from a real cyclical turning-point), let alone 
the impossibility of accurate forecasting, to act in anticipation 
of a cyclical turn is a very hazardous proposition. It must 
therefore be doubted whether monetary policy can make a 
much greater contribution to ironing out the cycle than it has 
actually done in recent years. 


DISCRETIONARY FISCAL POLICIES 


The contribution of discretionary (as distinct from auto- 
matic) counter-cyclical fiscal policy through variations in 
government expenditures (public works and others) and of tax 





+ Despite the fact that the Federal Reserve confined its open market operations (with 
only minor exceptions) to Treasury bills, cyclical fluctuations of long-term rates were 
exactly parallel with that of short-term rates as far as direction is concerned. To that extent, 
the “‘bills only’’ policy worked satisfactorily. Naturally, the amplitude of the cyclical swings 
of long-term interest rates was much smaller than that of the short-term rates (bill rate). 

The “‘bills only” policy, however, may be open to criticism in that it probably requires a 
much lower short-term rate and a larger amount of money creation to bring about a given 
drop in the long-term rate, than would be required if the Federal Reserve operated directly 
in long-term markets instead of counting on the short-term rates to pull down the long- 
-— — these are very involved, technical questions which cannot be further 
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rates is not impressive. It is true that nowadays almost every- 
body agrees that counter-cyclical fiscal operations are highly 
desirable. It is also true that on two occasions (in 1948 and 
1953) tax reductions have substantially contributed to mitigat- 
ing and shortening recessions; but in both cases the decision to 
reduce taxes was demonstrably not part of a conscious anti- 
depression policy. Thus, in the spring of 1948 Congress passed 
a substantial cut in income tax rates over the veto of the 
President who, on the advice of most experts, argued that the 
country was still faced with inflation and could not afford a 
tax reduction. Later, it turned out that the tax cut was ideally 
timed to counteract the first post-war recession. In 1953, the 
tax reduction had been scheduled a long time before. In both 
cases it was a once-for-all adjustment and not a temporary 
abatement for the duration of the recession. 

In 1957 and 1958, many experts recommended a tem- 
porary tax reduction to counteract the recession, but they did 
not succeed in having their proposal adopted. Instead, govern- 
ment expenditures were increased in a haphazard way. 
Together with the automatic decline in tax receipts, this 
resulted in a record deficit of $13 billions during the fiscal 
year 1959 (ending on June 30th, 1959). Thus, deficit financing, 
for the most part, came too late to alleviate the recession. 
Rather it helped to feed inflation and to breed inflationary 
psychology and, according to many experts, including Mr. Per 
Jacobsson, played an important réle in weakening the dollar. 

In summary, the contribution of purposive counter- 

cyclical fiscal policy has so far been small. In a sense, this 
should be cause for optimism, because it means that there exists 
here a largely unexploited line of policy for the future. It must 
surely be possible to overcome the resistance to this and to 
bring about some counter-cyclical variability in government 
expenditures and taxes. 

I am convinced, moreover, that the general readiness, in 
rinciple, to engage in such a policy, which extends to the 
eading figures of both political parties, and especially the 

determination to create a deficit through larger expenditures 
and/or lower taxes in case of a serious depression, has already 
exerted a great influence, although there has not yet been an 
occasion to put it to the test. Along with other factors—in the 
first place the simple fact that there has been no severe depres- 
sion for so long—it has helped to banish the fears of severe 
depressions or stagnation-in the future and to create the long- 
run optimism that has made long-term expectations and invest- 
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ment decisions more or less immune to short-run fluctuations. 
It would indeed require a rather severe and prolonged depres- 
sion to shake the prevailing mood of long-run optimism. 

So much for the “‘automatic stabilizers” (in the broad 
sense) and discretionary stabilizing policies on which we can 
count but which were not available or were very weak and at 
any rate not vigorously used before and during the Great 
Depression. Despite the absence or weakness or lack of use of 
those stabilizers, the depression of the 1930’s would surely not 
have become nearly so severe if it had not been for certain 
intensifying “exogenous” factors, which are not a necessary 
part of the cyclical mechanism. I am referring to the collapse 
of the American banking system in 1933 and, on the inter- 
national level, to the collapse of the gold exchange standard, 
wholesale liquidation of international credit and competitive 
currency devaluation. 


THE FOURTH POST-WAR RECESSION 


Against this historical background and the improved 
structural characteristics of the American economy, what is the 
current situation. and what are the prospects for the future? 

At the time of writing (November, 1960), it seems that the 
fourth post-war recession started early last summer. Some 
competent observers have tentatively fixed the turning point 
as early as May, 1960. If this turns out to be correct, the 
recession came sooner than the great majority of experts had 
expected. Early last spring, most economists expected that the 
upswing would last well into 1961. Many thought that the 
long steel strike of 1959, which had resulted in a temporary 
dip in industrial production and a depletion of inventories, 
would serve to postpone the downturn and to prolong the 
upswing. I mention this and earlier failures of the experts to 
foresee what was coming not in order to foul the nest of the 
economists, but to emphasize the hazards of short-term 
forecasting. 

Supposing the recession did in fact start last May, the 
preceding upswing had lasted 25 months, making it the 
shortest of the post-war period. What are the chances that the 
recession will again be short and mild? 

I see no reason why this should not be the case. The factors 
making for stability are still there, the automatic stabilizers 





1 The severe depression of 1937-38 offers a contrasting example. It shows how different 
the reactions can be in a generally pessimistic climate. 
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function, discretionary monetary and fiscal policy can and 
will be used and should be able to cope with any unforeseen 
emergency. Long-term optimism seems to be unshaken and, 
while inventory investment has declined and will probably 
continue to decline for some time, and while certain short- 
term investments in plant and equipment will be curtailed if 
the upturn does not come soon, there is not much danger that 
many long-term investment plans will be scrapped. 

Possible sources of trouble are the continuing deficit in 
the balance of payments, the weakened international reserve 
position, and renewed inflation. Although it seems to be 
— for the present, let me discuss the inflation problem 

rst. 


THE PROBLEM OF INFLATION 


The American economy had its last bout with inflation in 
1958-59. Prices had been rising through the boom of 1955-57 
and kept on rising through most of the recession—a very 
unusual and disquieting development—resuming their upward 
movement after the recession was over. It is true that the price 
rise during this whole period was not large compared with what 
happened in most other industrial countries. Moreover, it was 
quite moderate compared with earlier American experience: 
from December, 1954, to August, 1957, wholesale prices rose 
8 per cent. and consumer prices 6 per cent. According to 
A. F. Burns, the average rise of wholesale prices during all 
business cycle upswings from 1850 to 1950, leaving out the war 
years and immediate post-war years, was 17 per cent. 

Why then, itmay 
U.S. INDUSTRIAL PRODUCTION be asked, was there 

1957 « 100 so much concern 
with inflation? The 
plain fact is that in 
1958 and the early 
months of 1959 in- 
flationary psychology 
spread dangerously. 
It was manifest in a 
number of develop- 
ments: astrong boom 
on the stock ex- 
change; many wage 
increases ; a brisk rise 
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of industrial material prices after April, 1958, until the end of 
that year (continuing at a reduced rate well into 1959); a gentle 
increase of wholesale prices, excluding foodstuffs, during 1958, 
followed by a faster rise from December, 1958, to May, 1959; 
a further rise in farm and urban real estate values; a sharp 
expansion in orders and contracts during the first half of 1959; 
a quickly rising Federal cash deficit in 1958 and 1959; a marked 
increase in consumer credit from December, 1958; and, lastly, 
great pessimism concerning the dollar. Inflationary psychology 
was even reflected in, and in turn fanned by, the teaching of 
influential economists who declared creeping inflation inevit- 
— and innocuous; this illustrates how inflation feeds on 
itself. 

The basic reason for this rise of inflationary gio 
so early in a business cycle upswing is to be found, I believe, 
in the fact that for the last 27 years there has never been a 
period of falling prices, while there have been numerous 
periods of rising prices. Whereas the curve of prices (wholesale 
or retail) from 1914 to 1932 had the shape of a wave, from 1933 
to 1960 it looks like an ascending staircase. A period of 27 
years of at first open, then chronic, though intermittent, in- 
flation, has produced increasing sensitivity to even moderate 
price rises. Especially the unusual phenomenon of prices and 
wages rising right through the recession was widely regarded 
as an ominous sign portending continuing inflation. 

In 1959, drastic steps: to curb inflationary psychology 
became imperative and were in fact taken. The Federal cash 
budget was switched from a deficit of $13 billions in fiscal 
year 1959 to a small surplus in fiscal year 1960—one of the 
most violent shifts in the annals of American history in times 
of peace—and interest rates rose steeply. 

These measures have been effective. Prices have now been 
fairly stable for almost two years and inflation psychology has 
evaporated—for the time being. It is not surprising that this 
strong medicine has produced a slowing-down of expansion 
and now a recession. What is surprising is that nobody, 
including the present writer, foresaw the early onset of the 
recession. 

There have, of course, been lots of people who have been 
crying “‘wolf” for years. The high interest rate policy has been 
under continuous fire for slowing down growth and producing 
slack. But what the critics had in mind was a gradual tendency 
of the rate of growth to decline and of unemployment to rise; 
they did not predict the rec¢ssion. It is true the unemployment 
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stimulated output and employment and staved off the recession 
for a while. But, given the inflationary climate prevailing at 
that time, such a policy would surely have led to further sharp 
price rises, continued inflation and a dangerous increase in 
the balance of payments deficit. (To the obvious objection 
that the balance of payments deficit is still large, I shall turn 
presently.) 

Let me now ask the question: What are the chances that 
easier money policy and expansionary fiscal policy, involving 
perhaps a moderate deficit, will bring about a new upswing 
without immediately producing disturbing inflationary 
developments ? 

I am inclined to answer that a breathing spell has been 
provided by the facts that inflation psychology was effectively 
curbed in 1959 and that prices have remained stable for two 
years. It should therefore be possible now to take a consider- 
able step forward, not only from the low point of the current 
recession (whenever it is reached) to the previous peak, but 
well beyond that to a higher level of production and employ- 
ment. The outgoing Administration has thus bequeathed to its 
successor a splendid opportunity, which it is to be hoped will 
not be squandered. 

This statement must, however, be hedged and qualified. 
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It presupposes the new Administration does not shake con- 
fidence by hasty actions and by taking (or appearing to take) 
too seriously irresponsible election promises (such as higher 
farm price supports, higher minimum wages and other cost- 
and-expenditure-raising measures), thereby creating infla- 
tionary fears right from the start. It further presupposes that 
as soon as the unemployment percentage declines trade unions 
do not try, or if they try are not again permitted, to push up 
wages faster than general productivity (output per man-hour) 
rises. It should not be forgotten that sensitivity to price rises 
is now greater than it used to be because of the inflationary 
trend of the last 27 years and that therefore inflationary fears, 
allayed by two years of price stability, may be quickly re- 
kindled if prices begin to rise again. It would be unrealistic, 
however, to assume that even with the best policies a rise in 
the price level can be entirely avoided during the next expan- 
sion or, for that matter, during any cyclical upswing. 

The era of creeping, intermittent inflation is not yet over, 
although the end of the inflationary era has been predicted by 
prominent experts. When prices never come down, because 
wages are rigid or even show a tendency to be pushed up in the 
face of unemployment, the long-run trend of the price level is 
almost certain to be a rising one. All we are entitled to is to 
hope that the creep upwards will be slow. Then the cyclical 
upswings can be longer, and at the next business cycle peak 
the unemployment percentage rate will be lower and the 
growth of GNP correspondingly greater. 

If and when the price rise becomes a little faster—and 
especially if it begins to feed on itself, due to the emergence of 
an inflationary psychology—even the coming Democratic 
Administration will have to do something about it. It is 
difficult to say (it depends on all sorts of circumstances) what 
the danger point is, but let me guess that a price rise of 14 or 2 
per cent. per year will cause difficulties if it lasts, say, 14 years 
or longer. If this happens, despite all the agitation against tight 
money, the new Administration will then find it necessary to 
tighten money again. If they used fiscal policy (a budget 
surplus) instead of monetary measures to put the brake on 
inflation, it would not make much difference. In either case, 
the expansion of output and employment will be slowed down. 


GROWTH WITHOUT INFLATION ? 


But are there no ways of preventing dangerous price rises 
before a very high level of employment is reached? In other 
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words, is it not possible to get closer to full employment peaks, 
and stay there longer than in previous cycles, without running 
into inflationary troubles? In theory, it should be possible to 
get closer to full employment, but it would uabelie require 
restrictions on labour unions and other reforms that are polit- 
cally extremely difficult. 

It is, of course, easy to think of all sorts of measures that 
may be expected in due course to increase productivity: tax 
reform, elimination of various monopolistic restrictions and 
feather-bedding by business and labour, measures to increase 
labour mobility, the training and retraining of workers, educa- 
tion, changes in social security laws enabling older workers to 
work beyond 65 without losing benefits, and so on and so 
forth. It is often thought that by such measures output can be 
raised quickly enough to offset the rise of wages, costs and 
prices, and hence make anti-inflationary financial policies 
unnecessary. This, I am afraid, is an illusion. Almost all of 
these measures are in the nature of slow-working reforms 
whose effects could not be expected to become apparent during 
the next few phases of the business cycle.1 Moreover, some of 
them would require substantial additional expenditures and for 
this reason cannot be regarded as anti-inflationary devices 
unless they were part of a comprehensive reform. 

Let me make one thing clear. I do not wish to minimize 
the usefulness and importance of these measures; I hope 
many of them will be taken in hand. All I wish to say here 
is that they are not a substitute for monetary discipline and. 
wage discipline as preconditions of attaining higher ievels of 
employment without inflation. Let me also make it clear once 
more that the question is not how to avoid a severe depression 
or serious chronic stagnation, but rather to make mild and 
short recessions still shorter and milder; to increase the rate of 
growth of GNP over the cycle by, say 4 per cent. (there is 
no use to set up precise target rates), and to reduce unemploy- 
ment, again over the cycle, by, say, 1 or 14 percentage points. 
I am not a believer in the theory that the U.S. is so affluent that 
the employment of a million workers more or less does not 
matter (even if individual hardship can be almost entirely 
avoided by liberal unemployment benefits), but I think it is 


1 An exception might be a sharp reduction in farm price supports, which would quickly 
relieve the pressure on the cost of living and thus make possible a prolongation of the next 
upswing. The fact that most measures to raise productivity are slow-working reforms make 
them very popular with politicians. It enables them to talk about things that look useful 
and desirable, gives the impression that something is being done against inflation, and 
provides an excuse for not doing the really decisive but disagreeable things. 
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not a matter of overriding importance. In fact, there are good 
reasons to believe that in the long run the rate of growth will 
be greater if inflationary disturbances and inefficiencies and 
wastes are kept within bounds, although it may be difficult to 
achieve that except by allowing a little more unemployment 
than would be necessary anyway in a changing economy. 


THE U.S. BALANCE OF PAYMENTS 


Let me now turn to the balance of payments. This may 
well be the first hurdle that the coming expansion has to over- 
come before it gets to the stage where internal inflationary 
developments become again a serious menace. 

Recent developments, the switch from dollar shortage to 
dollar glut, are well known and need not be retold. As late as 
1957, several books by leading British and American experts 
appeared proclaiming the theory of the permanent dollar 
scarcity. Even outside this group of hapless prophets nobody, 
as far as I know, foresaw the great deficits in the U.S. balance 
which appeared in 1958 ($3-4 billions) and in 1959 ($3-8 
billions). I again mention these disappointments to emphasize 
the hazards of forecasting the balance of payments—a fact 
with which the British experts who have engaged in that game 
have become familiar to their sorrow. 

It is now estimated that in 1960 the balance of payments 
deficit will be of the same order of magnitude as that in the 
last two years. It does not follow, however, that the energetic 





1 | think I can take it for granted that permanent compression of unemployment below 
the level of normal frictional unemployment by means of inflationary pressure plus all 
sorts of controls (“high pressure system’”’) would be anything but conducive to rapid 
growth. The con- 
trast between Great 
Britain, on the one U. S. FOREIGN TRADE Billions of dollars 
hand, and Germany Annual rates 
and Italy on the oa, SRT. 
other, illustratesthat | [2° 
point. The unavoid- 
able, or in a sense 
“‘optimal’’, amount 
of frictional unem- 
ployment is very 
difficult to estimate. 
It probably changes 
from time to time 
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anti-inflation policy in 1959 had no effect on the balance of pay- 
ments, and this not only in the negative sense that the deficit 
would have been much larger if inflation had been allowed to 
continue. That is, of course, true but there is also a positive 
achievement: the trade balance and balance on current account 
greatly improved during 1960. Last summer, exports again 
reached record levels and imports somewhat declined. While 
in 1958 and 1959 the deficit largely reflected an unfavourable 
balance of goods and services, in 1960 it was to a great extent 
the consequence of capital exports, primarily of a short-term 
nature. It should be kept in mind that the deficit is defined as 
loss of gold plus increase in short-term liabilities, i.e., imports 
of foreign short-term capital. Export of U.S. short-term capital 
is not counted as an offset to imports of foreign short-term 
capital. 

Two observations seem to be in order: 

First, a balance of payments deficit caused by capital 
exports is less serious than one due to a trade deficit, 
especially if the capital exports consist of short-term funds 
seeking higher yields or safety abroad. The reason is that 
such short-term capital movements will sooner or later 
reverse themselves and that long-term capital investments 
abroad after a while provide at least a partial offset in the 
form of foreign earnings. 

Second, part of the credit for the improvement of the 
trade balance must be given to the anti-inflation policy in 
1959, although other factors, too, were undoubtedly 
involved. 

The crucial questions to which one would like to have an 
answer are these: What is the future development of the trade 
balance and current account balance likely to be and how will 
these balances change when the economy resumes its upward 
movement ? 

Let me first set down the major factors that have been 
mentioned in recent discussions and that have to be kept in 
mind when forming a judgement. Exports were boosted in 
1960 by two transitory factors: the increase in raw cotton sales 
by the U.S. government from surplus stocks (following a 
change in price policy and helped by the textile boom abroad), 
and the delivery of jet aircraft to foreign airlines. These two 
factors together accounted for about $1 billion of additional 
exports in 1960. Furthermore, the cyclical constellation— 
slack in the U.S. and boom conditions in Europe—has been 
favourable for the U.S. trade balance. Note that additional 
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exports have gone mostly to Europe and Japan (see chart). 

This suggests that we have to count on a decline of the 
export surplus when the boom slackens in Europe and expan- 
sion is resumed in the U.S. It is easy to add unfavourable long- 
term factors. It is true that prices have not risen more in the 
U.S. than in other countries, with very few exceptions, such as 
Germany and Switzerland. Moreover, in the exceptional cases 
the differences are not large and also depend on the choice of 
base-year. But in certain crucial areas the picture is different. 
Thus the index of export prices for manufactures (in U.S. 
Po at changed between 1953 and the first half of 1959 as 
ollows: 


%o % 
U.S. + 15 France — 5 
U.K. + 10 Japan — 11 


W.Germany + 5 


Steel and machinery prices, especially, have risen very sharply 
in the U.S. For various steel shapes (among the rare cases 
where direct price comparisons can be made) U:S. prices in 
January, 1959, were 40 per cent. or more higher than prices in 
the Common Market countries, whereas in 1955 the differences 
had been less than 10 per cent.' Moreover, apart from price 
rises in the U.S., there is the crucial fact that Europe and Japan 
are fully recovered, that they have adopted American produc- 
tion methods and have thus become formidable competitors 





1 World Economic Survey, 1959, p. 174. 
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of U.S. industry all over the world. It can be argued that in 
view of this basic change in the competitive situation, it is not 
enough that U.S. prices should rise no more than elsewhere. 
To maintain equilibrium in the balance of payments, U.S. 
prices should have risen less than in competing countries. 

Add to all this the inflationary, cost-and-expenditure- 
raising policies to which the new Administration may feel 
more or less committed—higher minimum wages, higher farm 
price supports, low interest rates, strengthening of labour 
unions by loosening the provisions of the Taft-Hartley Act, 
assorted schemes for greatly increased government expendi- 
tures in the field of social welfare, education, and defence— 
and you have a fairly plausible case for the proposition that the 
dollar is or soon will be hopelessly overvalued (given the degree 
of import restrictions and commitments for military and 
economic aid, etc.). 

What can be said on the other side? All I can do is to 
mention several facts and forces which would seem to put 
recent developments in a more favourable light. The growing 
export surplus in 1960 is quite impressive. Perhaps it is not 
predominantly due to the favourable special and cyclical 
factors already mentioned, but is to a greater extent than one 
may think the effect of natural forces of adjustment which 
work slowly and undramatically, but nonetheless steadily and 
pervasively, and are difficult to identify. One of these natural 
forces is the rise in prices, wages and costs and the lengthen- 
ing of delivery dates in the surplus countries. Especially in 
Germany, the principal surplus country where an extremely 
high level of employment has been reached and labour has 
become exceedingly scarce, it is reported that wages are rising 
rapidly and efficiency is declining. The elimination of dis- 
criminatory import restrictions on dollar goods has made 
considerable progress (although much remains to be done) 
and must have helped to raise the level of U.S. exports. On 
the American side, too, certain adjustments are proceeding, 
of which the development of compact cars, which have driven 
deeply into European automobile sales in the U.S. market and 
elsewhere, is the best-known example. 

As to the future of American economic policies, it is 
probably too early to say how seriously the new Administra- 
tion will take cost-and-expenditure-raising promises contained 
in the party “platform” and in election speeches. Time and 
again, conservative forces in Congress have dampened the 
reformatory ardour of the executive branch of the government. 
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In view of the multitude of conflicting forces and con- 
siderations, of the notorious disappointments of balance of 
payments projections, and of the fact that major shifts in the 
international balance have occurred entirely unforeseen, I 
hesitate to make a definite prediction. But if pressed to make 
a bet, I would say that I expect some decline of the present 
surplus of the trade and service balance when the cyclical 
constellation changes. 

Fortunately, however, U.S. liquidity, despite the erosion 
that has taken place during the last ten years, is still very 
strong: a gold stock of $18 billions, a net credit of about $1-7 
billions in the International Monetary Fund in addition to a 
quota there of over $4 billions, all this makes up a formidable 
reserve. Hence, it is not necessary now to take any drastic 
action such as devaluation of the dollar in an open or dis- 
guised form, not to mention import or payments restrictions, 
which should be avoided under all circumstances. There is still 
time to pursue and to try out milder policies of correction: 
further reduction in dollar discrimination, greater contribu- 
tions of foreign countries to the cost of military expenses 
abroad and foreign aid. 

I doubt, however, that a greater contribution of Europe in 
general and of Germany in particular to economic aid for 
under-developed countries will greatly benefit the U.S. balance 
of payments. The reason is that European aid will probably be 
additional to current American aid and that only a fraction of 
the money received by under-developed countries from 
Germany will be spent on U.S. exports. I would therefore 
press a principal surplus country, notably Germany, to appre- 
ciate her currency (preferably in the form of allowing the 
exchange rate to fluctuate within certain limits) or at least to 
do something that is equivalent to a mild appreciation: 
namely, to abolish subsidies to exports which are now given 
in the form of tax refunds, and import taxes which are levied 
over and above existing import tariffs to match internal turn- 
over taxes.’ 

These subsidies on exports and taxes on imports amount, 
I am told, on the average to 5—6 per cent. ad valorem, making 
their removal equivalent to a 5-6 per cent. appreciation of the 
currency. This step would not only be highly desirable from 
the point of view of international balance, but would also be in 
the interest of Germany herself. It would not only reduce the 





1 That other countries have the same system of export subsidies and import taxes 
does not strike me as a good reason why a surplus country should not remove it. 
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embarrassing export surplus but help to reduce inflationary 
pressure inside Germany, of which the German monetary 
authorities are rightly so afraid, and would enable Germany to 
lower further her high interest rates. In addition, it would be 
desirable from the point of view of the rational allocation of 
resources; for, as Ricardo has already shown 150 years ago, 
there is no justification for protecting the industry of a country 
from the effects of a generally higher tax level than elsewhere,' 
just as it makes no sense for a country to have import duties 
or export subsidies for the purpose of protecting its industry 
from the competition of poorer countries with a generally 
lower wage level. 

I am confident that the measures mentioned, plus the 
natural forces of adjustment, would correct the current im- 
balance. Suppose, however, that this is not so and a devalua- 
tion of the dollar became necessary in the end. It seems clear 
to me that with very few exceptions all currencies would follow 
the dollar. Hence, as far as the pattern of exchange rates jis 
concerned, a dollar devaluation would be exactly equivalent 
to an appreciation of one or two other currencies. Would it 
not be easier to move the tail instead of moving the dog? 

Devaluation of the dollar and, following it, devaluation 
of most other currencies would, of course, imply a rise in the 
price of gold. This would be unnecessary, because the over-all 
level of international liquidity seems to me sufficient for some 
time to come, and it would be undesirable for several reasons. 
It would benefit the wrong countries, it would penalize those 
which hold their reserves in dollars (unless they were given a 
gold guarantee) and it would be inflationary.’ If it became 
necessary or desirable at some date in the future to raise the 
general level of international liquidity, it could be done 
smoothly and efficiently by again raising and adjusting the 
quotas in the I.M.F. 

For the next few years, much more important than 
increasing liquidity all round will be to maintain confidence 
in the dollar, the foremost international reserve currency. For 
that it is necessary to get rid of the large current deficit in the 
U.S. balance of payments. Moreover, it would be highly 





1 Tax refunds on exports and import taxes on individual commodities to compensate 
for high individual excise taxes (rather than a general sales or turnover tax) are, of course, 
an entirely different matter. 

2 If countries now on a dollar exchange standard were not given a gold guarantee, 
they would feel cheated by a devaluation of the dollar. This would make them unwilling in 
the future to operate on a dollar exchange standard and might have serious deflationary 
implications. 
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desirable somehow to give foreign official dollar holders a firm 
gold guarantee, perhaps through the intermediary of the I.M.F. 
To accomplish this, it would not be necessary to transform the 
I.M.F. into an international central bank d Ja Keynes or 
Triffin. E. Bernstein, former Director of Research of the 
I.M.F., has indicated one method by which, within the present 
framework, the I.M.F. could be so strengthened that it could 
withstand any conceivable emergency, such as a run on the 
dollar or sterling.’ 

I cannot refrain from making a final remark, although 
for lack of space it must remain brief and dogmatic. How 
much simpler all these problems would be if we had a rational 
system of variable exchange rates! Imagine Canada finding 
herself in the position of the U.S. All she would have to do is 
to let her dollar go down a few points and the problem would 
have disappeared. I know that the U.S., or the U.K. for that 
matter, cannot do that at the present time, chiefly because a 
mountain of prejudices and taboos stands in the way of a 
rational solution. The only weighty but by no means un- 
answerable objection to the system of fluctuating exchanges 
which I can see is that it would remove an important barrier 
to financial indiscipline. But in my opinion this argument does 
not apply to the leading industrial countries. Their internal 
sensitivity to prolonged inflation (and to a continuing fall of 
their exchange if they had a freely fluctuating rate) is a sufficient 
inducement to financial discipline. However, the time does not 
seem ripe for a sensible ‘and rational system of fluctuating 
exchanges. We have to find the solution within the existing 
framework of institutions, prejudices and taboos. 





1 See his study, International Effects of U.S. Economic Policy, *‘Employment, Growth 
and Price Levels”, Study Paper No. 16, Joint Economic Committee, Congress of the United 
States, January, 1960, p. 86. The only force that would make a rise in the price of gold 
overwhelmingly desirable is a massive wave of gold hoarding. 


Harvard University, 
November, 1960 Gottfried Haberler 





Senet at RE 











POEs 208 OA OE 








35 


Restrictive Practices and the 
Act of 1956 


By S. R. Dennison 


HE rediscovery of the virtues of competition in industry 

has been one of the most remarkable features of post- 

war Western Europe: there are few countries that have 
not introduced some form of legislative control over restrictive 
practices (other than those of labour), and the present trend 
appears to be towards further strengthening of the legislation. 
The reasons for this change of opinion, as compared with pre- 
war days, are matters for speculation, but they appear to 
include a reaction against war-time government controls, 
transmuted into dislike of comparable controls practised by 
private industry; experience of nationalization and realization 
that the creation of monolithic monopolies brings more 
problems and perhaps fewer benefits than had been expected; 
and a greater expectation of continuous economic progress 
and rising standards of living, which are thought to be impeded 
by private monopolistic arrangements. Without commenting 
on the validity of these views, it can be noted that among 
economists the weight of opinion has long been that arrange- 
ments of the “cartel” type are usually detrimental to the public 
weal. And in Britain at least, opinion and policy in the inter- 
war years can to some extent be regarded as aberrations from a 
long tradition of free trade both internally and externally. 


I 


After the first world war, the Committee on Trusts re- 
ported that “Trade Associations and Combines are rapidly 
increasing in this country” and recommended that machinery 
be established for investigation of their activities, with a view 
to the introduction of measures of control. Under the Profiteer- 
ing Acts of 1919-20 a large number of cases of alleged restric- 
tions were investigated. There was, however, no legislation, a 
Trading Monopolies Bill of 1920 being dropped at an early 





The author is Professor of Economics in The Queen’s University of Belfast. 
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stage and a Trusts and Combinations Bill of 1925 not reaching 
the statute book. 

The chief reason for a change of attitude which affected, 
for example, the Balfour Committee of 1929 and the Com- 
mittee on Restraint of Trade in 1931, was the difficult economic 
situation of the 1920’s, culminating i in the Great Depression. 
Public opinion, and government policy, now saw cartel agree- 
ments as a means of securing some kind of stability for 
individual industries, and “rationalization” (which often 
differed only in name from cartelization) as the way of salva- 
tion for depressed staple trades. It was this attitude which 
gave us the Coal Mines Act of 1930, with its compulsory cartel 
and abortive re-organization scheme, as well as the Agri- 
cultural Marketing Acts and several other comparable 
statutory schemes of restriction in other industries. By the 
outbreak of war, the British economy was well on the way to 
being dominated by, in the words of Alfred Marshall’, 


compacts which are injurious to the public weal, that is, . . . compacts 
which are likely to inflict on the public a real loss much greater than 
the gain to that trade; or in other words, are of such a nature that if 
their principle were generally adopted in all trades and professions, 
then all trades and professions would lose as buyers more than they 
gain as sellers. 


The post-war reversal of policy was first hinted at in the 
White Paper on Employment Policy of 1944, where it is 
explicitly linked with a change from depression to prosperity 
and with the part to be played by government in maintaining 
a high level of employment. It was there argued that “‘action 
taken by the Government to maintain expenditure will be 
fruitless unless wages and prices are kept reasonably stable’. 
Although the emphasis was more on the need to avoid infla- 
tionary increases in wages than on prevention of price-raising 
agreements among producers, the former was apparently a 
matter for exhortation. As well as a general plea that “‘it will 
be essential that employers and workers should exercise 
moderation in wage matters”, it was specifically stated that 
“workers must examine their trade practices and customs to 
ensure that they do not constitute a serious impediment to an 
expansionist economy and so defeat the object of a full 
employment programme””’. For restrictive practices in industry, 
however, “‘the Government will seek power to inform them- 





1 Some Aspects of Competition, Presidential Address to Section F of the British 
Association, 1890. 
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selves of the extent and effect of restrictive agreements, and of 
the activities of combines; and to take appropriate action to 
check practices which may bring advantages to sectional 
producing interests but work to the detriment of the country 
as a whole’’. } 

So the post-war government (which happened to be a 
Labour government) prepared to carry out the pledge of the 
war-time coalition government and to wield the big stick 
against restrictions in industry, so long as they were not the 
work of statutory bodies or organized labour.* The first step 
was the Monopolies and Restrictive Practices (Inquiry and 
Control) Act of 1948. The provisions of this Act are sufficiently 
well known for it to be unnecessary to describe them here. By 
1956, the Commission established by the Act had investigated 
twenty industries and also conducted a general enquiry into 
certain practices under the head of “Collective Discrimina- 
tion’’. In all but three of the twenty particular cases it found 
conditions which it regarded as contrary to the public interest, 
though the Act contained little guidance on what was to con- 
stitute “‘the public interest’; in at least six of the cases there 
was a thorough-going criticism of the practices revealed. These 
included such items as unsatisfactory methods of fixing com- 
mon prices in relation to costs, restriction of production by 
individual producers by quotas, exclusive dealing, restriction 
of entry into the trade either in production or distribution, 
discriminatory pricing, and so on. In the Report on Collective 
Discrimination, the Monopolies Commission revealed the 
wide extent of such practices in British industry and by a 
majority recommended new legislation to make specific 
practices illegal. 

Further legislation had, in fact, all along been regarded as a 
probability, and it is not too much to say that the primary 
function of the Act of 1948 was Inquiry rather than Control; 
without the knowledge and experience gained by the Com- 
mission, legislation could probably have taken only the un- 

1 There is also an interesting statement in the Economic Survey for 1947 (the first of 
the series): ‘There is now no place for industrial arrangements which restrict production, 
prices or employment. Such regulations and traditions up as a means of protecting 
those engaged in industry from a shortage of work and of empty order books. But now 
there is no such shortage, nor need there ever be under a policy of full employment’. 

2 It is not intended to discuss here these exclusions, which also apply to the Act of 1956 
and which are common to pear nye imp legislation in every country, including the United 
States. It can, however, be said that the writer’s opinion is that the appropriate first step in 
dealing with the restrictive practices of o ized labour would be to amend the existing 


law relating to trade unions, rather than to bring them under an Act comparable to the 
Restrictive Trade Practices Act. , 
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satisfactory form of a re-statement of the common law of 
restraint of trade, comparable to the Sherman Act of 1890 in 
the United States. As an instrument of control, however, the 
Act of 1948 had little effect. Once a practice had been found by 
the Commission to be against the public interest, its abandon- 
ment or modification was a matter of administrative action by 
a government department. In only one case did the Minister 
go to the length of submitting an Order to Parliament to 
restrain an industry from prescribed acts. Although the forces 
of publicity and informal pressure by government departments 
undoubtedly had their effects in some cases, in others they 
seem to have left much to be desired. Moreover, each case was 
quite independent of every other and judged entirely on “‘its 
own merits”. It would be very many years before a substantial 
part of industry could be investigated, and industries which 
had not been investigated could go merrily on with practices 
which had been declared against the public interest in those 
which had been investigated (with, however, a good deal of 
uncertainty about which would be the next victim). 

There was, further, some criticism of the whole basis of 
the procedure. However much the Commission might try to 
be “fair”, as Sir Henry Clay observed in this Review (April, 
1952), “‘the Act imposes on the Commission a task which 
combines and confuses investigation, judgement, and legisla- 
tion. These functions are better kept separate’’—a view shared 
by some businessmen who thought the procedure “arbitrary” 
and by many others who believed that justice is best adminis- 
tered by the Courts, even though, in this particular field, in 
view of many judicial statements in common law cases, there 
was the possibility that they would be more friendly towards 
restriction than was the Monopolies Commission.* 


II 


The Restrictive Trade Practices Act of 1956 did not follow 
the recommendation of the Monopolies Commission in making 
specified practices illegal, but instead declared that restrictions 





1 The Federation of British Industries, however, seems to have preferred the Mono- 
polices Commission procedure: “‘The Federation therefore recognizes that independent 
investigation of particular cases is the right way of approach, and that a tribunal such as the 
Monopolies Commission provides a sensible method of arriving at judgments of the relation 
between restrictive business Fy soe and the public interest in each case” (Restrictive 
Business Practices and the Public Interest, a Statement published in June, 1955). From the 
point of view of believers in the virtues of some restriction, the F.B.I. proved in the event 
much wiser than the businessmen critics of the Commission. 
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in any agreements were contrary to the public interest and 
therefore illegal unless they satisfied one or more of seven 
specified conditions. Of these seven conditions, the so-called 
“gateways”, the second is the most general and has figured in 
all the cases so far heard before the Court, in most as the main 
pleading. It is that “the removal of the restriction would deny 
to the public as purchasers, consumers or users of any goods 

. . . Specific and substantial benefits or advantages enjoyed 
or likely to be enjoyed by them as such”. In regard to the other 
six gateways, one is that the restriction is necessary to protect 
the public against injury; two are concerned with counter- 
acting restriction or monopoly power exercised by persons 
outside the agreement; one is the employment clause (that 
“the removal of the restriction would be likely to have a 
serious and persistent adverse effect on the general level of 
employment in an area, or areas taken together, in which a 
substantial proportion of the trade or industry to which the 
agreement relates is situated”’); another is that “the removal of 
the restriction would be likely to cause a reduction in the 
volume or earnings of the export business”, which must be 
substantial in relation either to the whole export business of the 
U.K. or to the whole trade of the industry concerned; and, 
finally, there is a consequential clause that a restriction which is 
necessary for the maintenance of some other restriction which 
has been found not contrary to the public interest may itself 
be allowable. 

These various gateways have been pleaded in particular 
cases as the circumstances dictated: for example, protection of 
the public from injury appeared in the Chemists’ Federation 
case; the employment clause was important in the Cotton 
Yarn Spinners’ case; the need for an agreement to protect the 
producers from a monopolistic buyer and the export clause 
were both pleaded in the Water-Tube Boiler case. If it is 
found that none of these conditions is proved, then that is the 
end of the matter and the agreement is declared contrary to 
the public interest and must be abrogated. If, however, any of 
these circumstances are proved, the Court has then to balance 
this against “any detriment to the public or to persons not 
parties to the agreement . . . resulting or likely to result from 
the operation of the restriction”. In the twelve cases which 
have so far been defended before the Court, the sum total of 
gateways passed is three. The “specific and substantial 
benefits” clause, pleaded in every case, was found to be 
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established only in the Black Bolt and Nut agreement. The 
employment condition was satisfied in the Cotton Yarn 
Spinners’ case and the export clause in the Water-Tube Boiler 
case. In the Cotton Yarn case, however, this was outweighed 
by the detriments and the agreement therefore declared 
illegal; in the other two cases the detriment was not regarded 
as sufficient to offset the passing of the particular gateway, so 
that they were declared not contrary to the public interest. 


* * * 


Knowledge of what agreements exist is an essential pre- 
liminary to the testing of their legality under the Act, and it is 
therefore provided that all agreements must be registered with 
the Registrar of Restrictive Trading Agreements, an indepen- 
dent official appointed by the Crown, who is responsible for 
bringing agreements before the Restictive Practices Court and 
presenting the case against them, both in regard to countering 
the allegations under the specified “‘gateways” and in trying 
to prove any detriments believed to exist. At August Ist, 1960, 
there were some 2,300 agreements on the Register. As is well 
known, however, many of these were abandoned as a result of 
the first adverse decisions of the Court early in 1959 (although 
it may be abandoned, an agreement still stays on the Register). 
By the end of 1959, when nine cases had been tried by the 
Court, no less than about 770 agreements had been abandoned ; 
by August Ist, 1960, with eleven cases actually tried, this had 
risen to over 1,030. Since then, an adverse decision has been 
given by the Court in the Doncaster and Retford Co-operative 
Societies’ case, involving an agreement not to trespass on “each 
other’s” territory. As there were some 200 similar agreements 
on the Register these will also presumably be abandoned, 
which would raise the total abandoned to inore than half of 
those on the Register. 

The abandonment of agreements has, indeed, been a 
remarkable demonstration of the effect of legal precedent and 
of the unwillingness of the parties to defend themselves before 
the Court. To cite one example, a statement by the Radio 
Valve Manufacturers’ Association, announcing that they 
would not defend their agreement, referred to the “narrow 
definition” of the public interest contained in the Act and to 
their having been “advised in the light of reported decisions of 
the Court the prospects of success are remote”. There had, in 
fact, been only two decisions of the Court at this time, in the 
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Chemists’ Federation and Cotton Yarn Spinners’ cases. The 
former case depended on matters which were of little direct 
economic concern and could have had little bearing on the 
Radio Valves and Cathode Ray Tube case; it was the Cotton 
Yarn case which was decisive. 

The fact that the Court found this agreement to be against 
the public interest, in spite of the Respondents having proved 
their case under the employment clause, came as a surprise in 
many quarters and was subject to some criticism. The Parlia- 
mentary Opposition, for instance, which had originally 
attacked the Bill as being too lenient, expressed concern over 
the consequences for Lancashire and the cotton industry and 
asked that the judgement should be set aside. The Court were 
well aware of the possible immediate dislocation which would 
follow the abrogation of the agreement, as their judgement 
clearly shows. That the consequences have not been what the 
Opposition feared, and that the long-run benefits which the 
Court expected have occurred much more quickly than seems 
to have been envisaged, is not merely the result of the salvage 
operation initiated by the government. It demonstrates also 
the weakness of the case for a restrictive agreement as a means 
of dealing with the problems of a declining industry, a matter 
on which the judgement was particularly forthright. 


iil 


The optimism of the supporters of restriction and of 
parties to agreements in regard to the new Act had been based 
on two misapprehensions. For one thing, they had not appre- 
ciated that the Act meant what it said, that it embodied a 
general presumption against restrictive agreements. For 
another, they failed to appreciate the real weakness of the 
arguments usually advanced in favour of restriction, argu- 
ments which have had a long currency and were often accepted 
in the inter-war years, but which are essentially specious when 
the question of the public interest is put into the centre of the 
picture. They may have been encouraged by the special con- 
stitution of the Restrictive Practices Court, with the inclusion 
of lay members with “‘knowledge of or experience in industry, 
commerce or public affairs” who would presumably be able 
to take a “‘broad view” as distinct from the “narrow legalistic” 
view of their judicial colleagues. 

The judgements of the Court have indeed been criticized 
as being “narrow” and “‘legalistic”, which is just about the 
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reverse of the truth. For one thing, it is the function of a Court 
to take a “legalistic” view. As Devlin, J. said in the first case 
to come before the Court, that of the Chemists’ Federation: 
“Our task is the ordinary task of a Court of law to take the 
words of the Act according to their proper construction and 
see if upon*the facts proved the case falls within them”. And 
the intention of the Act seemed sufficiently clear. Thus, in the 
Blanket Manufacturers’ case tlie judgement said, 


We are not called on to say whether a stop-loss scheme such as this is 
fair and reasonable, nor whether it is likely to be for the general 
economic advantage of the community. The Legislature has performed 
that task and has decided that in general such schemes are to be deemed 
to be contrary to the public interest unless they satisfy certain 
stated conditions. 


For another thing, in admitting and dealing with evidence and 
submissions of counsel, the Court has allowed much more 
latitude than is usual, while the judgements themselves have 
clearly been based on full consideration of the wide range of 
issues and evidence presented. Thus, in the Cotton Yarn case, 
one key element was not some “narrow” interpretation of a 
clause or phrase in the Act but the broad assessment of the 
detriment caused by excess capacity. The Court was “‘satisfied 
that this excess capacity will not in the foreseeable future be 
eliminated unless the Scheme goes” (a conclusion which itself 
involved the weighing up of a lot of evidence, some of it con- 
flicting). It rejected a plea by counsel that this was “too remote 
an effect to be regarded as a public detriment” and went to the 
heart of the matter: 


Excess capacity in any industry means short-time working and idle 
plant. It is in the public interest that labour and capital should be 
employed as productively as possible, and we consider therefore that 
the excess capacity in the cotton industry is a public detriment. 


The weakness of many of the standard arguments for 
restriction has been exposed by their examination before the 
Court. Two examples can be taken. The argument that preven- 
tion of competition in price will result in improved quality of 
the product, and that the restoration of price competition will 
cause debasement of quality, has been put forward in several 
cases as a specific and substantial benefit arising from restric- 
tion. It was disposed of in the Cotton Yarn case in words 
which are worth quoting: 
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If there were no restriction, the spinner would have a choice between 

giving better quality at the same price or the same quality at a lower 

price. Under the Scheme he is free to pursue only one of these courses. 

All that the removal of the restriction would do would be to give him 

back his freedom of choice. It may be that if one channel of competition 

is closed, the volume in the other will be increased. If this increase can 
be said to confer a benefit at all on the purchasing public we think that 
it is negligible. 
This was re-affirmed in the Scottish Bakers’ case: ““We see no 
reason why freedom from restriction in price should, in 
general, lead to a reduction in the quality of the product’’. 

It will be noted that the argument put forward by the 
parties to restriction assumes that consumers are incapable of 
exercising discrimination in their purchases and must be 
protected from their own ignorance or irrationality. Again, 
stability in price has been advanced as a benefit to the con- 
sumer and again rejected as such by the Court in the Yarn 
Spinners’ case. It was also rejected by the Court in Scotland in 
the Bakers’ case, where it was pointed out that the level at 
which the stable price is fixed is not immaterial to the benefit (if 
any) conferred. Many of the standard arguments about benefits 
confuse the interests of the producers with those of the con- 
sumers, a confusion which was the basis of much mistaken 
policy of the inter-war years, and which ignores the principle 
stated by Alfred Marshall in the passage quoted earlier. The 
most important feature of the Act of 1956 is just that it puts 
the effect on the consumer (as the “‘public’’) as the acid test, 
whereas under the common law doctrine of restraint of trade, 
which was formerly the guide, he was in a subsidiary position 
if, indeed, he was there at all'. The effect can be seen in one 
example. In the judgement in the Water-Tube Boiler case it 
was said: “although the Association has proved that the scheme 
contains many advantages for the members, we are of opinion 
that they have entirely failed to prove that its abrogation would 
deny to the public any benefits” ; and therefore it failed to pass 
this particular gateway. 

It is true that some of the arguments in favour of restric- 
tive agreements have not yet been deployed before the Court, 
at least in their more sophisticated forms (the Respondents here 
seem so far to have lagged behind their counterparts in the 





1 This was the practical effect. Although the ‘‘public interest’? could be invoked in 
restraint of trade cases, it rarely was so invoked, a position which was on occasion lamented 
by judges. In regard to the Act of 1956, the somewhat ambiguous phraseology has now 
been interpreted in the Bolt and Nut case to mean “‘all purchasers as a collective whole.” 
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United States). In particular, what is now perhaps the most 
powerful argument, the need for restriction of competition in 
order to enable “the industry” to make provision for research 
and development as the mainspring of economic progress, has 
yet to appear in its full strength. It was, it is true, advanced in 
the Scottish Bakers’ case but only to be withdrawn (“very 
wisely’’, as the Court observed) during the hearing. It appeared 
in the Water-Tube Boiler case and was rejected ; and there have 
been other incidental references to it. But none of the cases so 
far has been of a character in which it could be pleaded as a 
major element. 

Yet if we take, for example, the statement in 1955 of the 
Federation of British Industries, this element is given pride of 
place. In summing up the possible benefits of agreements, it 
was said that 

they may encourage progress by making possible co-operative research 

and exchange of technical information . . . and they may assist in the 

provision of funds for new capital equipment and help to create the 
atmosphere of confidence which is necessary for expansion and greater 
efficiency. 
There are many industries in which these arguments could be 
advanced more cogently than in any which so far have been 
before the Court. Although in the present writer’s opinion the 
case against them is usually just about as strong as it is against 
those arguments which so far have failed to stand up to 
judicial examination, there is probably more scope in this field 
than in others for differences of view in assessing what can 
only be a balance of probabilities (or of uncertainties) in a 
highly complex situation. The restriction of competition as an 
essential means of ensuring innovation is a central theme of 
some economic writings (e.g. those of Schumpeter), while such 
“empirical evidence as exists does not give very much help in 
deciding whether on balance monopolistic situations are likely 
to help or harm innovation. 


IV 
In spite of the presumption of the Act, its force could be 


tempered by the exercise of judicial opinion, as has happened 
under the United States anti-trust laws (though there the basic 





1 It can be noted that the creation of confidence which encourages producers to install 


new capital equipment was advanced in the Cotton Yarn Spinners’ case. The Court con- 
ceded that the evidence showed that this was in fact the attitude of mind of many of the 
firms, but went on to point out that the operation of the Agreement made the passing on of 
the benefits in the form of lower prices to the consumer so uncertain that this could not be 
counted as a substantial benefit. 
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law, the Sherman Act of 1890, left much more to the judges to 
decide than is left by our Act). In this connection, it is interest- 
ing to contrast the opinions of judges in some common law 
cases with those of the Restrictive Practices Court judgements. 
In North-Western Salt Company Ltd. v. Electrolytic Alkali 
Company Ltd. (1914), for example, Lord Haldane said: 


an ill-regulated supply and unremunerative prices may, in point of fact, 
be disadvantageous to the public. Such a state of things may, if it is 
not controlled, drive manufacturers out of business, or lower wages, 
and so «ause unemployment and labour disturbance . . . 


In 1928, in English Hop Growers v. Dering, Scrutton, L. J. 
remarked; “I see nothing unreasonable in hop-growers com- 
bining to secure a steady and profitable price, by eliminating 
competition among themselves”. As recently as 1942, Lord 
Simon in the Harris Tweed case remarked that the object of an 
alleged conspiracy between spinners of yarn and a trade 
union “was to benefit their trade-union members by preventing 
under-cutting and unregulated competition, and so helping to 
secure the economic stability of the island industry”, which 
general effects (though not strictly relevant) he clearly thought 
to be good things. 

With the Act of 1956 as a guide, however, the Restrictive 
Practices Court have taken a competitive situation as the norm. 
Thus, the fact that cotton yarn prices were higher under the 
Agreement than they would have been in a free market was 
ruled as a detriment (though, in the circumstances of the case, 
not a substantial one), while the main element in the case—the 
excess capacity—was the result of preventing the operation of 
competition. In the Phenol case, the Court summarized the 
main features of the price-fixing scheme under four heads: the 
price was “substantially above the level at which the price 
would tend to settle, or round which it would tend to fluctuate, 
if it were freed from restrictions and left to be determined by 
the interplay of supply and demand in competitive conditions” ; 
it was not based on costs of production; the policy of the 
Association was to “charge what the traffic will bear”; and 
there was “the usual rigidity of a price-fixing scheme’. The 
Court went on to say that the Association, “in addition to 
bearing the ordinary burden of proof which rests upon respon- 
dents under section 21 of the Act of 1956, starts with the handi- 
cap imposed by the obvious and prominent features of the 
scheme’’. It failed to overcome this handicap by a large margin. 
In the Bolt and Nut case, one of the two so far declared not 











46 


contrary to the public interest, the fact that it was thought that 
prices “‘overall” would not have been lower “had there been 
free competition in price’, and that therefore there was no 
detriment under this head, was of critical importance. 

This particular judgement: has aroused considerable 
interest, and in some quarters has been taken as an indication 
of a change of opinion in the Court and the introduction of 
new ideas of what is reasonable. This seems doubtful. A Court 
must decide on the evidence before it, and in this case there 
appears to have been no evidence of detriment to the public: 
““No consumer has complained that the prices have been too 
high, and the Registrar does not so contend”, and “all con- 
sumers and stockholders called have expressed their satis- 
faction with the prices and with the price-fixing scheme”. 
Moreover, it was common ground that the profits earned 
were “not excessive” and that they were not earned on 
inefficient production—which, of course, are difficult matters 
of assessment. 

The absence of detriment would not, however, have been 
sufficient to give a clean bill. As was said in another case, “‘it 
is not sufficient to prove that [a restriction] is harmless or may 
only do good’’; it must also pass one or other of the gateways. 
In the Bolt and Nut case, the Court found one “specific and 
substantial’ benefit to the public as purchasers: that they do 
not need to “go shopping” to find what they want at the best 
prices and conditions. This might appear to be surprising, as 
“going shopping” is the essential mechanism of competition by 
which purchasers have access to and acquire knowledge of the 
various alternatives open to them. The Court, however, con- 
cluded that in this particular case the administrative costs to 
purchasers of “going shopping” in a competitive market would 
be greater than the costs involved in the arrangements under 
the scheme, and that there was therefore a specific benefit 
which in some cases was substantial. The view that prices 
would be no lower in a competitive market was, of course, 
crucial to this argument, as the judgement specifically recog- 
nized. It may be noted that other benefits pleaded were rejected 
as “‘too vague and speculative to be specific”’. 

The Court also decided that some of the restrictions in the 
agreement were contrary to the public interest and must there- 
fore be removed, while they made clear that the judgement did 
not imply “‘carte blanche to the Association to fix their prices 
at whatever level they thought fit in the future”’: 
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If that were the effect of a declaration by this Court that the restric- 
tions were not contrary to the public interest, we should agree that the 
detriment to the public in general far outweighed the specific and 
substantial advantages to the public. 
In many parts of the judgement there are statements which 
accord with the main stream of opinion so far expressed by the 
Court. For example, there is a reference to “the stimulating 
breezes of price competition”’; it is stated that “in general the 
consequence of competition is to encourage progress and 
efficiency in an industry’’, even though in “this particular and 
exceptional industry” technical progress and improvements in 
efficiency had not been retarded (nor, incidentally, accelerated) 
by its absence. The Court rejected pleas that technical progress 
in the inter-war years had been encouraged by the agreement 
and that its abandonment would involve a return to the pre- 
war state of the industry. It seems that the application of the 
Act to the particular circumstances of the Bolt and Nut 
industry does not involve any shift of emphasis by the Court in 
regard to the general presumption of the desirability or 
benefits of competition. 


Vv 


The ultimate consequences of the Act and the abandon- 
ment of agreements flowing from the decisions are to some 
extent matters of speculation. Although in one or two cases 
(such as cotton yarn) a competitive market has been re- 
established, it is as yet too early to make any general evalua- 
tion. It has, however, been suggested that a major consequence 
will be the replacement of the abandoned agreements by other 
arrangements which do not come under the ban of the law. 

The commonest form is the “open price” agreement, 
which has in fact been adopted in many industries. This is 
essentially an arrangement for the exchange through a central 
agency of price lists, of information about contract prices after 
they have been adopted and of similar matters. Whether or not 
such arrangements are registrable under the Act is still an open 
question, but even if they are not they are likely to do much 
less damage than the agreements which they replace. It is, 
indeed, arguable that “‘open price’”’ agreements can be a means 
of making a competitive market work more effectively. Even 





1 See, e.g., an interesting and informative contribution by J. B. Heath to a Symposium 
in The Economic Journal, September, 1960. 
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if they go beyond the exchange of information and result in 
tacit collusion (which in some cases is not improbable) that 
cannot be effectively controlled by law, they are still less 
dangerous than formal agreements. 

For one thing, tacit collusion is more difficult to enforce 
than .a formal agreement and in many industries is not likely 
to last very long if opportunities for disregarding it appear to 
offer advantages to producers, including those from outside 
the particular group. For another, the real damage caused by 
restriction lies far less in the raising of price above the com- 
petitive level for a period of time (or the prevention of price- 
cutting in a temporary recession) than in the devices used to 
protect the parties against competition, such as restriction of 
entry, exclusive dealing, collective boycott and the like, which 
are also necessary to enable the agreed price to be effectively 
maintained. It is these which can be prevented by law and which 
cannot be imposed in any significant degree by tacit collusion. 
Discriminatory pricing systems are also virtually impossible 
without formal agreements embodying other restrictions for 
making them effective. Although the law cannot force people 
to compete, what is important is that, in the words of Professor 
Hayek, “‘whenever the possibility of competition exists nobody 
will be prevented from taking advantage of it’’.* 

It has also been suggested that the main effect of the Act 
will be to encourage monopoly. This was, in fact, pleaded in 
some of the cases, including the Yarn Spinners’ and Scottish 
Bakers’ cases, and rejected by the Court. It is rather a remark- 
able plea that by preventing monopoly a restrictive agreement 
confers benefit on the public. It presumes that monopoly must 
be a worse evil than restrictionism. Yet some of the arguments 
advanced in favour of restrictive agreements (e.g. those relating 
to research and development) insofar as they are valid apply 
much more to unified monopolies than to cartels. Economists 
have long distinguished between the effects of the two, with 
cartels definitely coming out as the worst offenders against the 
public interest. The case which has been put forward is the 
simple a priori one, that if producers are prevented from 
agreeing on restrictions they will protect themselves from the 


consequences of price-cutting by combining into large 
concerns. 





1 The Constitution of Liberty, (1960) p. 265. 
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No evidence has so far been adduced to support this. In 
the Scottish Bakers’ case, for instance, the Court pointed out 
that “‘it is plain on the evidence that the process of concentra- 
tion is going steadily on and would go on unabated were the 
restrictions removed, or in any event that the rate of progress 
would not appreciably alter’—in other words, the restrictions 
were irrelevant to the development of the industry in this 
regard. It would be equally possible to develop the counter 
a priori argument (which, indeed, appears more cogent) that 
the existence of restriction encourages concentration. The 
view that the effect of the Act will be to encourage monopoly 
assumes too readily that there is an inevitable tendency towards 
concentration of control throughout the economy which is 
being held in check only by agreements. 

It is worth noting the course of events in the United States, 
not merely because we have information of the way in which 
concentration in industry has changed over the past hundred 
years, but also because since 1890 agreements have been per se 
illegal and the economy is in many ways highly competitive. The 
main trends show that there was a big increase in concentra- 
tion in manufacturing industry, with a marked “merger move- 
ment”, between about 1870 and 1905. Thereafter, until about 
1935 there was a slower growth—mainly in fields, such as 
public utilities and the distributive trades, which had not been 
much affected by the earlier movement—and since 1935 there 
has been in general very little change. This stability since 1935 
is not, of course, to be attributed simply to the anti-trust laws 
(which attempt to limit merging, though without conspicuous 
success, as well as prohibiting agreements), though they have 
played their part. It is the result of more deep-seated causes, 
and there is nothing to suggest that conditions in the U.K. 
are fundamentally very different. 


* * * 


So far as monopoly, or even very large scale, is needed to 
secure efficiency, we have the evidence of the investigations of 
the Monopolies Commission. In ten reports it produced 
evidence of the relative costs and profits of firms of different 
sizes; in only one was it found that the largest producer was 
the most efficient on these tests. There is, in fact, in the U.S.A. 
as well as the U.K., a good deal of evidence to suggest that in 
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most industries the full economies of scale in production are 
reached well before the size of the biggest firms is achieved, and 
that thereafter costs are about constant or tend to rise slightly. 
It is, therefore, difficult to argue that monopoly or even very 
great size in most industries is necessary in order to achieve 
maximum efficiency. It has long been recognized that the 
search for maximum efficiency is by no means the only, or even 
the most important, motive for the growth of industrial enter- 
prises or for mergers among them. Increase in size can in some 
cases bring advantages other than increased efficiency, while it 
can also be facilitated by many and various elements in the 
economic environment. 

It is, indeed, in regard to unified monopolies that the most 
difficult problems of policy lie. On the one hand, the unified 
monopoly may have the power to exploit the consumer, either 
directly through charging high prices and restricting output 
or indirectly by preventing the growth of new sources of 
supply. In its Report on British Oxygen the Monopolies 
Commission decided that “the control of virtually all the 
supplies by a single group which has not been content to rely 
on its advantages alen ale but has continued for many years 
to pursue a policy of suppressing and restricting competition” 
resulted in “prices which we regard as unjustifiably high . 
and a price policy which is in other respects open to objection”. 

On the other hand, there may be advantages for innova- 
tion and growth in monopolistic organization in some indus- 
tries and circumstances. The operation of the anti-trust laws 
in the United States has clearly demonstrated the difficulties 
and resulted in many vagaries of judicial interpretation. In one 
of the more important judgements, that of Judge Learned 
Hand in the Aluminum Company case of 1945, the heroic 
position is taken that monopoly power is always unlawful; 
the legislature did not distinguish between “good” and “bad” 
trusts and the possibility that efficiency and progress might 
suffer if some trusts were broken up was no bar to the adoption 
of that remedy. 

In the U.K. there is still a preference for judging each case 
on its merits, and the Act of 1956 therefore continues the 
Monopolies Commission, though in a modified form, as the 
instrument of investigation of alleged cases of monopoly 
power. There is much to be said for intensifying the activities 
of the Commission, if only to provide more of the knowledge 
which is needed to guide future policy. 


Alan Rincon et aw # 
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One matter which has recently received much attention is 
resale price maintenance. Although the Act makes collective 
resale price maintenance illegal, when price maintenance is 
practised by the individual manufacturer the Act “seeks to 
reverse the law as it stood before and to make restrictive con- 
ditions run with chattels”. There was the ironical position that 
the first cases under the Act (heard in the Chancery Division) 
were for the enforcement on retailers who had been selling at 
lower prices than provided in contracts by which they were 
required to sell at prices fixed by the manufacturers. In recent 
months, resale price maintenance has been seriously threatened 
in many products and the actions of consumers have exposed 
the fallaciousness of the arguments commonly advanced for 
the system as protecting, and desired by, the consumer— 
providing that the housewives who throng the super-markets 
and cut-price stores can be assumed to know what they want 
and what is in their own interest. The ill effects on manu- 
facturers which are often alleged to follow from price com- 
petition at the retail stage have so far failed to appear: not 
surprisingly as these also are roa based on fallacious reason- 
ing. The inquiry being conducted by the government should 
throw more light on this. Meanwhile, it may be noted that some 
countries do prohibit resale price maintenance. 

There are two other ways in which the Act might be 
amended: by the removal of the exports and employment 
gateways. These reflect the preoccupation of government with 
these two matters in the post-war years, but they seem ill- 
placed in this context. In the last analysis, the only direct way 
in which a restrictive agreement at home can encourage exports 
is by price discrimination, and it is difficult to believe that it 
was the intention of the legislature to encourage dumping.' 

The employment clause has been pleaded only in the 
Cotton Yarn Spinners’ case and there are few others in which 
it seems likely to be invoked. Although it is carefully formu- 
lated, there is a certain irony in the appearance of this clause 
in an Act which stemmed from the belief that restrictive agree- 
ments must be checked because they could frustrate the 
efforts of government to maintain a high level of employment. 
The essential point is that unemployment arising out of the 





1 If an agreement were to be found to increase efficiency (by co-operative research or 
the like) and thereby inter alia assist exports, this would be comprehended under the 
“specific and substantial benefits’’ clause: the export clause is unnecessary. 
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abandonment of a restriction should be dealt with by other 
means and its possibility should not be regarded as a justifica- 
tion of restriction. The Cotton Yarn case is a clear pointer to 
this. The unemployment which was expected to result from 
the abandonment of the agreement did not result, partly 
because of a general revival of employment and partly through 
the specific measures adopted by government to deal with the 
problem of localized unemployment. If, in its difficult task of 
balancing the detriment against the passing of this gateway, 
the Court had decided the other way, we should still have a 
restrictive agreement which was bad for the cotton industry, 
bad for the use of the resources of the country, bad for employ- 
ment and a hindrance to exports—all because of a possibility 
which did not materialize and which is properly the concern of 
government in a capacity other than the protector of the public 
from restrictionism. 

Although these amendments, particularly the removal of 
the legality of individual resale price maintenance, would 
strengthen the Act, it has already had a considerable effect in 
diminishing the degree of restriction of competition, even 
though the full effects will not be apparent for some time. 
Experience of its operation suggests two further reflections. 
One is that it has been shown that the Courts are an appro- 
priate instrument for the control of economic restrictionism; 
that, given suitably framed legislation, it is no more beyond 
their competence to assess conflicting evidence and opinion in 
this field than it is in many others in which they have long 
acted as arbiters and protectors of the public interest. The other 
is that the Courts can prove powerful instruments in the 
moulding of opinion. It is not too much to hope that one of the 
effects of their decisions will be to help uproot what one writer 
has termed “‘the almost pathological dread of surplus capacity 
and ruinous competition, implanted in the minds of British 
business men between the wars, [which] . . . still colours their 
thinking about a post-war world where such conditions no 
longer rule’. 


Belfast, S. R. Dennison 
November, 1960 
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Except in 1958, when world trade declined, the value of seisérta 4 hes been rising faster 
than have exchange reserves. The increase in International Monetary Fund quotas 
has not reversed this trend. For the developed countries, exchange reserves plus 
semi-automatic drawing rights on the I.M.F. are no higher, in relation to imports, than 

ge reserves alone were in 1956. 
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.¢.International Financial Statistics 
SOURCES’: eral Reserve Bulletin 


America’s gold stock has now fallen to about $18 billions, of which some $12 billions 
is tied up as currency backing. In the nine months to end-September, in contrast, 
Germany’s exchange reserves rose by $1°8 billions. 
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GROWTH, INVESTMENT & PRICES 
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SOURCES (Kj ¢ National Publications 





There can be no doubt that in gerieral a high level of investment tends to promote 

growth; many people believe that a rising price level also has this effect. As will be seen 

from the diagram, however, there has in recent years been no simple relationship in the 

nine countries in question between these — and the increase in real income 
per 4 
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SOURCE Stotistics of Newspapers (Unesco 





In proportion to population, Britain’s newspapers have the highest circulation rate in 

the world. In number, however, we have fewer daily papers, particularly morning 

papers, than many other countries. In 1959 the public spent on newspapers more than 
twice as much as on books. 
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1936 = 100 

















British Road Federation 
SOURCES: International Rood Federation 





The volume of traffic on our roads is now over double the pre-war level. Although we 
have about the same number of cars relative to population as, say France, we have 
over twice the number of vehicles per mile of road. 

















Imports rose sharply in the first eleven months of 1960, while exports have shown only 
a slight increase. One feature, as shown by the lower chart, is the great rise in imports 
of manufactured goods since the spring of 1959. 














Worth 
more than money 


Wuat do people put in Lloyds Bank 
Private Safe Deposits? We do not 
know: these small safes in our strong- 
rooms are absolutely private. But 
among their contents are things the 
owners value highly and are anxious to 
protect against accidental loss, theft 
or fire. 

If you have valuables (heirlooms 


perhaps), original documents, anything 


for the lu. uf which insurance money 
would be no true recompense, may we 
remind you that there is a Lloyds 
Bank Private Safe Deposit at 50 
branches of the Bank in London and 
the Provinces, and that you need not 
be a customer of the Bank to use it. 

A pamphlet giving details of this 
service can be obtained at any of our 
branches. 


jaa 


Lloyds Bank 
Private Safe Deposits 
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* 48 Beulecard des Capustnce, Posie 
LLOYDS BANK (FOREIGN) LIMITED 


Chairman: 
Str Jeremy RaisMAn, G.C.M.C., G.C.L.E., K.C.S.1. 
General Manager: 
M. H. Finttnson 
Head Office: 10 Moorgate, E.C.2 
West End Branch: 71 Haymarket, S.W.1 


Paris - Biarritz - Bordeaux 
Le Havre - Lille - Nicc - Roubaix 
Monte Carlo - Geneva 


a ae 
LLOYDS BANK (CANNES) S.A. 
Cannes 
LLOYDS BANK (BELGIUM) S.A. 
Brussels - Antwerp 
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